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POLITICAL ECONOMY 


VOLUME 29 December IQ2I NUMBER 10 


THE ENGLISH BUILDING GUILDS: AN EXPERIMENT 
IN INDUSTRIAL SELF-GOVERNMENT 


GROWING INTEREST OF TRADE UNIONS IN INDUSTRIAL 
SELF-GOVERNMENT 

The last eight years have seen the adoption by a number of 
the younger leaders of the British trade-union movement of the 
ideal of industrial self-government. In June, 1914, the annual 
meeting of the National Union of Railwaymen resolved unani- 
mously, 
that this congress, while reaffirming previous decisions in favor of nationaliza- 
tion of the railways, declares that no system of state ownership of the railways 
will be acceptable to organized railwaymen which does not . . . . allow them 
a due measure of responsibility and control in the safe and efficient working 
of the railway system.* 

At the annual conference in May, 1919, of the Postal and Tele- 
graph Clerks’ Association, it was emphatically pointed out that the 
control demanded by the postal employees included participation 
in directing the technical improvement of the service for the good 
of the community.? In 1919 the Miners’ Federation brought 
formally before the Coal Industry Commission a request not only 
for the nationalization of the mines, but of joint control by the 

*N.U.R. Agenda and Decisions of Annual General Meeting, June, 1914, p. 7. 

? Postal and Telegraph Record, May 22, 1919, p. 237. 
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workers and representatives of the government.t A few months 
later a proposal identical in principle was put forward by the Build- 
ing Trade Union workers at Manchester for the conduct of building 
activities. This plan of the building-trade workers, to organize 
as guilds of builders to construct working-class houses for the 
community on a non-profit basis, is now in operation, and forms 
the subject of this paper. 


HISTORICAL BACKGROUND OF PRESENT GUILD MOVEMENT 


Experiments of this nature are not altogether new. Three 
times during the nineteenth century the idea of doing without 
capitalists or employers, and organizing the work of production 
on a basis of democratic self-government, has taken hold upon the 
working class. The idea of autonomous associations of producers 
was a feature of the Owenite movement of 1833-34, and led its 
participants to the formation of a “ Builders’ Guild” whose projects 
attracted widespread attention.’ Sixteen years later the Christian 
Socialists, taking their ideals from Louis Blanc and the Paris 
socialists of 1848, attempted to set up self-governing workshops in 
which little groups of independent workmen should jointly own the 
instruments of their trade. Again from 1871 to 1875 the plan of 
regaining possession of the instruments of production by the workers 
was urged by many bodies of trade unionists and a number of 
experiments in co-operative production were undertaken.* These 
failed, as had the Owenite and Christian Socialist attempts, and 
for three decades British trade unionism accepted practically 
without challenge the existing system of production. 

Between 1905 and 1912, however, there arose among the wage 
workers propagandist groups led by men such as James Connolly 
and Tom Mann, preaching industrial unionism and syndicalism.‘ 
The ideal of autonomous, co-operative production thus urged 
appealed to many in the trade-union movement, but the typical 


*G. D. H. Cole, Chaos and Order in Indusiry, p. 183. 

? Kirkup, History of Socialism, pp. 58-70. 

3 Webb, Problems of Modern Industry, p. 272. 

4S. and B. Webb, History of Trade Unionism, pp. 335-39. 
5 Kirkup, op. cit., pp. 297-301. 
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Englishman, worker and “‘intellectual” alike, shrank a bit from 
the violent and revolutionary methods proposed. It remained for 
a new group of thinkers, styling themselves National Guildsmen, 
to tie up the ideal of industrial autonomy with more acceptable 
constitutional methods. 

As far back as 1906 Mr. A. J. Penty had published a book, 
The Restoration of the Guild System, in which he revived the Owenite 
proposal to develop existing trade unions into great, autonomous 
associations of producers. In 1g11 a series of articles of like 
tenor by A. R. Orage and S. G. Hobson appeared in the New Age.' 
This series of articles gave the movement definite form, and, by 
associating its aims with the existing structure of British trade 
unionism, made it a practical force. 

In 1914 Mr. W. Mellor, since general secretary of the National 
Guilds League, began to develop guild ideas by regular articles in 
the Daily Herald designed to associate these aims with trade 
unionism. At London in 1915 the National Guilds League was 
formed. Guild principles were further developed by G. D. H. Cole 
and his associates, and widespread propaganda on the part of the 
league won to the movement a number of influential trade unionists. 
The nature of the union demands cited in the introductory para- 
graph of this article indicates how far guild ideas had taken root 
in the trade-union world by 1919. In January, 1920, the building- 
trade unions at Manchester,” under the leadership of S. G. Hobson 
and following closely a plan worked out by Malcolm Sparkes, 
“father” of the Building Trades Parliament, formed a guild of 
builders to provide homes for the working-class people of Man- 
chester. 

The nature of this undertaking may best be understood in the 
light of contemporary conditions in the building industry. After 1890 
the builders’ trade unions had declined in power? and their energy 
had been wasted in innumerable small disputes with local employers. 
Large employers in the building industry were few outside of London.‘ 


* Afterward published in a volume, National Guilds: an Inquiry into the Wage 
System and the Way Out, edited (1913) by A. R. Orage. 

2 Journal of American Institute of Architects, March, 1920, p. 8. 

3S. and B. Webb, History of Trade Unionism, pp. 481-83. 

‘Ordway Tead, Journal of American Institute of Architects, February, 1921, p. 33. 
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The industry had become technically inefficient, jobs were poorly 
managed, and employment was extremely irregular. The pre-war 
years had seen continued depression in the building industry, and 
the war shut down private building altogether." 

A forecast of improvement came with the formation in 1918 of 
the National Federation of Building Trade Operatives in which 
all thirteen of the national building-trade unions joined forces. 
Shortly after this came the establishment, jointly with the employ- 
ers, of the Building Trades Parliament. This body, for the creation 
of which Malcolm Sparkes was primarily responsible, is the most 
noteworthy of the Whitley Councils organized during the war-time 
emergency. The Building Trades Parliament appointed a committee 
on management and costs which reported August 14, 1919, recom- 
mending the pooling of surplus profits in the industry, improvement 
in management methods, payment to capital of only market rates, 
and the elimination of unemployment. The report was received 
with favor by only a very few of the employing members of the 
Building Trades’ Council and after a year it was dropped without 
action. Meanwhile Malcolm Sparkes, who had urged the adop- 
tion of the report, and who was a member of the management and 
costs committee, had prepared an appendix in which he urged the 
inclusion of architects in the organization of builders, and self- 
government for the workers in the building industry. 

Meanwhile the Manchester building-guild movement was spread- 
ing rapidly. In May, with the assistance of Malcolm Sparkes, 
the London operatives organized. In September the Ministry of 
Health approved contracts with the Manchester and London guilds 
for a total of more than 800 working-class houses. By November 1, 
1920, more than eighty local guild committees of building-trade 
workers had organized for work. With December, work was begun 
on five government contracts for 635 houses; three contracts for 
561 houses had been signed and sanctioned; and several further 
contracts, involving the erection of more than a thousand houses, 
had been accepted and were waiting the approval of the Ministry 
of Health.’ 


*G. D. H. Cole, Chaos and Order in Industry, p. 172. 


? Guildsman, December, 1920, p. 7. 
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STRUCTURE OF BUILDING GUILDS 


Turning now to the way in which the guilds are organized for 
administration, we find that control rests finally with the men who 
do the work. The district guild committee is the basic unit, and 
upon it is represented every essential function in the building 
industry." One delegate is chosen by each district union affiliated 
with the district section of the National Federation of Building 
Trade Operatives, and one by each new organization formed among 
administrative, technical, and clerical workers. Provision is also 
made for one representative from the workers on each local contract 
within the district Each committee thus consists of twenty or 
more members and constitutes a board of directors. Details of 
administration are handled by executives or special committees 
chosen by the board. General foremen are nominated by area 
committees and ratified by the guild committee. Departmental 
foremen are elected by the workers of the trade concerned. It is 
important here to notice that the executive is responsible, not to 
his own staff as in past attempts at workshop self-government, but 
to the entire organization of building-trade operatives in the dis- 
trict, thus giving him that security necessary to fearless and 
efficient administration while maintaining democratic control. 

The London District Guild Committee is registered under the 
Industrial and Provident Societies Acts, 1893-1913, as the Guild of 
Builders (London), Ltd. Each member of the committee holds a 
one-shilling share in the society. He also deposits with his electors 
a signed open transfer, thus giving them power to replace him at 
any time. The shares are for registration purposes only and carry 
no dividend. The committee has power to sign contracts; to 
appoint, dismiss, and fix the salaries of managers and general 
foremen; to carry on the work of builders and general contractors; 
and to undertake all branches of supply whether merchandising, 
manufacturing, or transporting. The Manchester committee, 
similar in structure and purpose, is organized under the no-profit 
clause of the Joint-Stock Company Acts of 1908-17. 

* The facts here given concerning guild organization and forms of contract were 


taken principally from materials furnished the writer through the kindness of 
Mr. Malcolm Sparkes. 
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On July 23 of this year there was held at Manchester a national 
conference of district guild committees at which was adopted a 
constitution for a national guild.‘ The plan called for regional 
councils and a National Board; these are now being formed. The 
London Guild of Builders has become the regional council for the 
Metropolitan area. In general the regional councils coincide with the 
regional organization of the National Federation of Building-Trade 
Operatives. At least ten guild committees are necessary to consti- 
tute a regional council, there being one representative upon the 
latter from each guild committee. Regional councils have author- 
ity to enter into small contracts, and are to further the co-operation 
of guild committees in the purchase and transport of materials. 
The governing body of the National Building Guild is the National 
Board, consisting of one representative from each regional council, 
elected for a term of three years by the guild committees. Recall 
may be exercised by a two-thirds majority. The National Board 
becomes legally responsible for contracts, and has full power over 
questions of credit and finance. It also provides for and adminis- 
ters the fund for continuous pay discussed below. 


NATURE OF THE BUILDING CONTRACTS 


Thus far almost all of the building undertaken by the guilds 
has been in connection with government housing schemes. England 
is in desperate need of houses for her wage-workers, but the eco- 
nomic rent upon such houses built under present high costs is far 
beyond what the workers can pay. Under the Housing and Town- 
planning Act of July, 1910,* the Ministry of Health was empowered 
to require local authorities to undertake the building of working- 
class houses under supervision of the ministry, the government 
to bear 75 per cent and the local authority 25 per cent of the cost in 
excess of a value based upon a reasonable rental. Guild contracts 
with local authorities have thus depended upon the sanction of the 
Ministry of Health, and the work done has been under its constant 
inspection. 

The guild form of contract approved by the ministry creates 
an arrangement under which the guild executes the whole of the 

* Guildsman, August, 1921, p. 6. 

2 Monthly Labor Review, August, 1920, pp. 144-57. 
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work, the Co-operative Wholesale Society undertakes to supply the 
materials, and the Co-operative Insurance Society guarantees the 
performance of the contract. The liability of the Insurance Society 
is limited, however, to 20 per cent of the estimated cost, the premium 
being at the rate of 5s. per £100. The guild recruits its working 
force, administrative, technical, and operative, by call for volun- 
teers. The price paid by state and local authority is the prime 
cost of material and labor at standard rates, with the addition of 
£40 per house to enable the guild to guarantee continuous pay to 
its workers in all contingencies, plus 6 per cent calculated upon the 
estimated cost, to provide for plant, for office administration, and 
for interest upon such capital as must be borrowed. Although the 
guild is responsible for errors and defects in workmanship, the 
foregoing arrangement constitutes in effect a cost-plus contract in 
which the maximum liability of the contractee cannot be known 
until the building project is completed. The initial cost of plant 
and equipment for the builders was met by a loan from the 
Co-operative Wholesale Society’s bank. Other problems of finance 
were simplified by the agreement of the government to pay currently 
for 80 per cent of the value of the work done. 

But the stoppage of further house-building schemes by local 
authorities (brought about by the withdrawal of the government 
housing subsidy) has now forced the guilds to look to private build- 
ing for future contracts. And, although economies have been 
considerable upon houses already completed under the cost-plus 
contract, its form is objected to by the private builder because it 
does not assure him in advance as to his maximum liability. 
Accordingly a new form of contract has been adopted called the 
“‘maximum sum contract” and in future the guilds will be prepared 
to quote a maximum price, which will not be exceeded, no matter 
what the cost; while, if actual cost proves less than the estimate, 
the purchaser will get the difference. He will pay only the actual 
cost plus a small percentage for insurance of the guild against the 
risk of loss which is involved in this form of contract. The propor- 
tion of the saving so allocated shall, however, never be more than 
50 per cent, the remaining 50 per cent or more going to the purchaser 
in reduction of the price. 
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Another form of contract which may occasionally be used is the 
“guild labor contract,” under which the purchaser supplies the 
materials and the guild the labor and organizing personnel. With 
these new forms of contract the guilds are now entering seriously 
into competition with private builders for building and repair work 
of every kind. To facilitate this effort a trade-union loan of 
£150,000 is being raised for the purchase of additional yards, 
joinery, and other works equipped with the most up-to-date 
machinery. 

DISTRIBUTION OF GUILD EARNINGS 


Under guild forms of contract no large surplus earnings can 
accrue. The only sums paid to the guilds, which are not identical 
with the costs to them of the services they render, are the £40 per 
house for continuous pay and the 6 per cent, calculated upon 
estimated cost, to provide for plant and office equipment and for 
office administration. Such slight surpluses as do accrue are to be 
spent in paying the debts incurred in effecting the initial organiza- 
tion of the enterprise, and in improving the quality and efficiency 
of the service." 

Managerial and technical workers are paid somewhat less than 
they could get in the service of private enterprise. Workers in 
subordinate clerical positions are paid the going rates for their 
respective types of work. Manual workers receive the standard 
union rates, but the guild, unlike the private employer, pays them 
their full wages during sickness, accidents, bad weather, and 
holidays. Much time is habitually lost upon building projects 
because of inclement weather, and hitherto the burden of this lost 
time has fallen principally upon the manual worker. The main- 
tenance of so-called ‘“‘wet time” pay is a fundamental principle 
with guildsmen, and a source of much of the loyalty and enthusiasm 
for the movement revealed thus far by the rank and file of the 
workers. 


CONSTRUCTION ECONOMIES SHOWN 


Complete returns as to building costs have not yet come in 
from any district on a large scale, but figures are available on a few 


* Sparkes, ‘‘Solving Housing in England,” Nation, CXII (January 5, 1921), p. 15 
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small contracts. The official investigations by the Ministry of 
Health into the cost of the Walthamstow houses show that the final 
cost is likely to be about £88 per house below the guild estimate, 
which itself was approximately 10 per cent lower than the lowest 
contractor’s tender. The guild estimate averages about £990 per 
house including the provisions for overhead and for continuous 
pay. The cost of this continuous pay liability works out at about 
113 per cent of the wages paid. It can be said, therefore, that the 
guild has advanced the standard rate of wages by 113 per cent, and 
at the same time has reduced the cost of building below its own 
estimates by at least 7 per cent. On the Manchester work the first 
houses completed show a saving, as against contractors’ estimates, 
of from 15 per cent to 18 per cent. At Bentley in Yorkshire the 
saving has been equally great, and the quality of workmanship is 
alleged to be superior.‘ A similar report comes from Wigan where 
a batch of houses has just been completed.’ 

Testimony as to a major source of this economy comes to us in 
novel fashion. Mr. Stephen Easton, ex-president of the National 
Federation of Building Trade Employers and ex-adviser to the 
Housing Bureau of the Ministry of Health, while speaking before 
the Conference of Building Trade Employers in April last, asserted 
that the guilds had demonstrated that many private contract 
workers were doing less than half a day’s work for a full day’s pay. 
This was shown by the fact that the latter lay 350 bricks a day 
while the guildsmen lay from 700 to 800.3 The most significant 
report yet made comes from Mr. Ernest Selley, an independent 
investigator who, after studying the results achieved on five 
contracts, praises both the quality of the work done and the energy 
and enthusiasm with which everywhere he found men at work.‘ 


APPRAISAL OF THE EXPERIMENT 


Opinion as to the significance of the guild movement varies 
widely in different quarters. Most of the technical chiefs of the 

1G. D. H. Cole, “Progress of the Building Guilds,” Journal American Institute 
of Architects, May, 1921, p. 178. 

? Manchester Guardian, July 30, 1921 p. 6. 

3 Guildsman, April, 1921, p. 7. 

4 Ernest Selley, “An Inquiry into the Working of the Building Guilds,” Garden 
Cities and Town Planning, June, 1920. 
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Ministry of Health are favorable to the guild. The Labor Research 
Department is optimistic about the experiment and several com- 
mittees of the Labor Party are studying it. A number of pro- 
gressive business men are much interested, but the great majority 
predict for the movement a short life. There are millions, too, 
who have never even heard of the Guild of Builders. 

But at present the movement is growing. Enthusiasm for it is 
spreading among the building-trade unions, the London organization 
being overwhelmed with volunteers for guild service. Already 115 
guild committees have completed £300,000 worth of work and have 
contracts for £2,000,000 more.’ The trade unions of some of the 
staple industries are beginning to show interest in the movement. 
In June there met in Manchester in the interest of the guilds a 
group of 285 trade-union delegates, many of whom were from 
outside the building industry. A trade-union Guild Council was 
formed whose purpose is to secure complete financial and moral 
support of trade unionism for the guilds.? The council urges that 
the time is ripe for the incursion of the guilds into other industries 
than building. In fact, in Manchester a guild is now being organ- 
ized in the furniture trade. At Welwyn, in Hertfordshire, an agri- 
cultural guild has begun operations on a 500-acre tract of land. 
The Dockers’ Union in South Wales, which has for some years 
worked in part under a collective contract, has now taken over 
the organization and supervision of loading and unloading work.’ 
The Union of Post-Office Workers has recently adopted as one of 
its chief objects, “‘The organization of the post-office workers into 
a comprehensive industrial union with a view to the service being 
ultimately conducted and managed as a national guild.”4 The 
post-war reversals with which conventional trade unionism has met 
have made many of its adherents more ready to plan the abolition 
of the wage contract and of private profit. 

But all has not been smooth sailing for the guilds. At the 
outset the Manchester guild was threatened with boycott by 
commercial concerns. This obstacle was overcome by the prompt 

* Manchester Guardian, July 25, 1921, p. 8. 

2 [bid., June 13, 1921, p. 4. 3 Guildsman, May, 1921 p. 8. 

4 George Middleton, Guild Socialist, September, 1921, pp. 4, 5. 
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offer of the Co-operative Wholesale Society to supply the guild 
with materials. More serious was the difficulty which rose in 
government quarters. In December, 1920, the Ministry of Health 
announced that, since it regarded guild work as an experiment, it 
would limit its sanction to twenty contracts. This rendered 
fruitless guild negotiations then in progress with several borough 
councils. Soon thereafter the first authentic figures as to guild 
economies in building became known. These facts brought a 
protest from a group of private employers against what they 
termed the ‘‘preferential treatment” accorded the guilds in the 
form of the allowance of £40 per house for continuous pay. Mr. 
Stephen Easton, in resigning his post with the Ministry of Health, 
gave weight to the employers’ protest, and the Ministry shortly 
announced that it would sign no more contracts containing the 
continuous-pay clause, a provision which the guilds regarded as a 
cornerstone of their policy. This deadlock was soon rendered of 
practical insignificance by the announcement of Sir Alfred Mond, 
new Minister of Health, that the desperate condition of the British 
budget compelled the government to abandon the subsidy of 
house building provided for under the Act of 1919. This means 
that local authorities, thrown upon their own resources, will be 
totally unable to carry out their housing programs, and that the 
private building of houses will also be checked, since building costs 
are far out of proportion to the rents that may be charged. Thus 
the guilds face the trying experience of an extreme depression in 
building activity. 

If the guilds are to succeed they must compete with profit- 
seeking contractors on private building work. The outcome would 
seem to turn largely upon the question of the morale of the guild 
workers. The short life which employers commonly predict for 
the movement will certainly be realized unless (a) the rank and file 
continue to appreciate the worth of technical ability; (6) the manual 
and clerical workers maintain an enthusiasm for public service that 
will cail forth efficient work at wages identical to ordinary union 
rates; (c) men of great managerial and technical ability are willing 
to make the pecuniary sacrifice involved in giving their best to a 
non-profit-making organization. 








788 GARFIELD V. COX 


Whatever may be one’s expectation with regard to the foregoing 
points the movement at present clearly possesses certain elements 
of strength: (a) It gives a place to mental workers which former 
democratic movements in industry have failed to do. (0) The 
method of organization is, as has already been pointed out in this 
article, sounder than in the case of previous attempts at industrial 
autonomy. (c) The guilds compete in a field in which the capital- 
ist system, with its motive of profit-making, has proved itself 
exceptionally incompetent to fill a great and widespread public 
need. (d) They have at present the economic backing of the Co- 
operative Wholesale Society, whereas past attempts at autonomous 
associations of producers have had no such powerful association of 
consumers to aid them in their competition with capitalist employ- 
ers. (e) The method leaves ample room for experiment and 
personal initiative. (f) Building is an industry requiring relatively 
little fixed capital, so that the problem of the ownership of the 
instruments of production is relatively unimportant. 

This last point merits elaboration. The recent proposal of the 
miners that they take over even a large share of the control of their 
industry, necessarily involved the whole of that industry, and 
presupposed the nationalization of the vastly valuable mining 
properties. The program of the building guilds, although similar 
in principle, seems less startling. Here the workers are setting 
themselves, without the direction of the capitalist, to supply the 
people’s need for houses. The nature of the industry is such as to 
make this program possible while yet avoiding the necessity of 
immediate and sweeping legislation such as would disturb the 
political atmosphere and arouse violent class opposition. It is the 
kind of effort that may appeal to many who feel keenly the failure 
of the present system of production to adapt itself closely to human 
needs. 

GUILD PRINCIPLES 

To make a critical analysis of guild principles is beyond the 
scope of this article. Yet a sketch of the building-guild experiment 
would be incomplete unless placed in its setting as an attempt at 
the partial expression of certain fundamental principles. Guilds- 
men stand negatively for the elimination of capitalism, not through 
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attack upon property, but by assault upon the wage system." 
They insist (a) upon the recognition and payment of workers as 
human beings rather than as the embodiment of so much industrial 
power. They therefore urge continuous pay for every worker in 
an industry whether or not he is permitted to work. (b) They 
advocate the control of production in each industry by the workers 
in that industry. (c) Under the guild system the workers are to 
have a claim upon the product of their work (and the winning and 
exercise of the control over investment, purchase, and sale which 
this involves is conceded by guildsmen to be the most difficult part 
of the whole task of reconstruction).? It is the faith of guildsmen 
that under these conditions the workers would find their most 
satisfying self-expression in their work, and that the motive of 
service-rendering would become a dominant one.’ Industrial effi- 
ciency would be achieved as an incident in the process of abundant 
living rather than as an end in itself. 

Concerning the relation of guilds to the political state the 
proposals of guildsmen are stimulating. Most of us, individualists 
and socialists alike, assume that the state must inevitably become 
more, rather than less, closely interwoven with the organization 
of industry.* Guildsmen, however, would separate the political 
state from the producers’ state. As producers men should organize 
by function; in each industry there should be local, sectional, and 
national councils democratically chosen to administer production. 
As consumers men should organize in geographical association 
(the state) to execute such purposes as the maintenance of parks, 
roads, houses, water supply, health, education, and interstate 
relations. This consumer-state would also share in fixing prices 
and amounts of product, and in deciding the amount and character 
of new investment—which is, in effect, the employment of labor 
and materials in making capital goods instead of consumers’ goods. 
There is thus to be a pluralistic state with a sort of balance of power 
in which the organized producer will find it hard to exploit the 

*G. D. H. Cole, Self-Government in Industry, chap. vi. 

2 Ibid., chap. vii. 

3S. G. Hobson, National Guilds and the State, chap. ix. 

4J. A. Hobson, Democracy After the War, pp. 181-82. 
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consumer, and the organized consumer will find it hard to exploit 
the producer.’ 

Guild theory is, in origin, largely a reaction against the bureau- 
cratic collectivism advocated by some prominent members of the 
Fabian Society on the one hand, and against the inadequacies of 
syndicalism on the other. We find some guildsmen putting what 
seems an extreme emphasis upon local autonomy and local initiative 
as the sole condition of tolerable freedom.? Others recognize the 
worth of large-scale production and of wide collective action. In 
the more recent writings of Cole there is a clear tendency to give more 
weight to the organization of ‘ citizen-consumers ” in communal life, 
and to the necessity of state watchfulness for the welfare of future 
generations as against the immediate desires of either producers or 
consumers. On the other hand one notes with interest in the recent 
work of the Webbs on a socialist commonwealth‘ the unmistakable 
impress of guild thought. Whether guild socialism has a significant 
contribution to make it may be too early to judge, but the present 
attempts to set its principles in motion have made it worthy of 


thought. 
GARFIELD V. Cox 
UNIVERSITY OF CHICAGO 


*Leonard Woolf, ‘“‘Co-operation and Guild Socialism,” Guildsman, December, 
1920, Pp. 3. 

2 E. Townshend, ‘Wanted: A Bridge,” Guildsman, December, 1920, p. 5. 

3G. D. H. Cole, Chaos and Order in Industry, chap. iii, iv. 

4S. and B. Webb, A Constitution for The Socialist Commonwealth of Great Britain. 














THE LIMITATIONS OF FOREIGN CREDITS! 


The extension of credit by the United States to Europe has 
been repeatedly urged as the only solution of the European problem. 
Immediately after the Armistice there were official suggestions 
of huge American loans of ten or fifteen billion dollars for recon- 
struction work in France alone. While the total figures have, in 
the intervening months, been gradually whittled down to more 
commensurable terms, there has—until recently at least—been little 
abatement of confidence in foreign credits as the panacea for the 
European situation. It is the purpose of this article to review 
briefly the history of foreign credits since the war and point out 
the rigid limitations upon further loans as a solution of the European 
problem. 

The war caused an enormous dislocation of international trade 
and disturbance of financial operations. It may be recalled that 
the great increase in exports from the United States, as well as 
from neutral countries, resulted: (1) in shifting a disproportionate 
quantity of the gold supply of the world to the United States; 
(2) in the resale of the United States of European investments in 
American securities; and (3) in the creation of huge foreign debts 
to the United States. In four swift years the Unites States was 
converted from the greatest debtor to the greatest creditor nation 
in the world. The outstanding effect of this shift in American 
trade and financial position has been to depreciate European 
currencies as compared with the American dollar. The outflow 
of gold contributed to the abandonment of the gold standard in 
Europe, while the disruption and maladjustment of international 
trade and the redistribution of international securities added to 
the depressing effects upon the European exchanges. 

The three years that have elapsed since the conclusion of the 
war have only served to increase this maladjustment between the 
Old World and the New. European domestic currencies, speaking 

*From John F. Bass and Harold G. Moulton, America and the Balance Sheet of 
Europe. The Ronald Press, 1921. 
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generally, have still further depreciated; our trade exports have 
until the last year been even larger than during the war period; 
European loans from the United States have been increased by 
several billions of dollars; and huge additional quantities of gold 
have flowed from the depleted coffers of Europe to the banking 
institutions of the United States. In consequence the exchange 
situation is now as distressing a problem as ever, and international 
financial reorganization in general is quite as far from accomplish- 
ment as at the time of the armistice. 

Even before governmental control of the exchanges was aban- 
doned in the spring of 1919, numerous students of international 
finance had pointed out that the United States must increase 
its investments of foreign securities if depreciation of the exchanges 
was to be prevented. Depreciation of the exchanges, it may be 
recalled, is in part’ caused by an excessive supply of bills of 
exchange. Now whenever anyone in the United States invests 
in foreign securities he demands bills of exchange with which to 
pay for the securities purchased. Accordingly, if Americans will buy 
foreign securities in amounts equal to the excess of the supply of 
bills of exchange over the ordinary demand therefor, the total 
demand and supply will be equalized and exchanges will rise toward 
par. One must say foward par rather than éo par, for the reason 
that actual parity cannot be attained until European nations are 
once more on the gold standard. Foreign investments are there- 
fore looked to as a means of lessening the depreciation of the 
European currency. 

American foreign trade would be facilitated by this apprecia- 
tion of the European exchanges; for the disadvantage of buying 
in American markets would be lessened to the extent that the 
depreciation of the European exchanges as compared with the 
dollar was lessened. It should be understood at the same time, 
that these investments in foreign securities give to foreigners 
increased purchasing power and this enables them to increase to 
that extent their purchases of goods in the United States. Indeed, 
the making of foreign investments really means shipping goods 
abroad on credit. One should recall in this connection that the 


*In part, also, by depreciated paper money in Europe. 
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present huge foreign debts to the United States were largely created 
by the shipment of war materials to the allied nations. 

Such is the argument for an extension of American credits 
abroad. Most European countries still apparently need American 
credits. And America would like to extend the credits if possible, 
in order to stimulate our exports and thus revive industrial pros- 
perity here. Foreign credits therefore appear to constitute a 
central feature in any program of international reconstruction. 

Our foreign-credit experience.—Before undertaking to discuss 
the main issue, namely, how far foreign credits will now suffice to 
restore world prosperity, it will be helpful to survey briefly the his- 
tory of American foreign investments since the war. The need of 
extending financial assistance to Europe was first strikingly pre- 
sented in the United States by Mr. Vanderlip, then president of the 
National City Bank of New York. In Mr. Vanderlip’s view, if 
Europe were to recover from the enormous loss of the war and 
escape political and social disintegration, it was imperative that 
the wheels of industry be started by means of a vast loan from 
the United States. Since the security of individual European 
enterprises could not find a ready market with American inves- 
tors, and since every portion of Europe must be given assistance if 
the specter of bolshevism were to be effectively laid, Mr. Vanderlip 
urged that there must be a pooling of all European resources, 
whereby one gigantic loan might be extended to Europe as a whole, 
secured by a joint guaranty of the several European governments, 
with liens upon customs revenues as security. 

Mr. Vanderlip’s proposal fell upon deaf ears, partly because it 
called for a mobilization of world financial resources on a scale too 
stupendous for the average man to grasp, but mainly because 
Mr. Vanderlip’s views as to the gravity of the European situation 
were shared by few American business men. In the spring of 1919 
the overwhelming majority of Americans believed that vocif- 
erously expressed optimism was about all that was required to 
restore the losses of the war. Did not the great need of the world 
for increased production provide the basis for a long period of 
intense business activity and prosperity for everyone? A pessimist 
—even an intellectual one—was regarded a national menace. 
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The utilization of banking credit——Meanwhile credits continued 
to be extended to Europe. The government continued to make 
loans, the total increasing from less than nine to approximately 
ten billions in the year following the armistice. In the main, 
however, post-war credits to Europe were extended in another 
way—one that had not been contemplated to any great extent 
and one that on grounds of financial theory was not to be 
countenanced. 

American business men expected commodities on what were 
presumed to be short-term commercial credits. The exporters, 
as is the custom, financed their needs, pending the receipt of pay- 
ments from abroad, by borrowing from the commercial banks. 
The process of course resulted in a great expansion of bank loans 
and in a rapid lessening of commercial-bank reserves in this country. 
Europe was thus enabled to get the goods required, and American 
business received a great stimulus, one of the results of which was 
rapidly mounting prices. 

I have said that the loans were presumably made for short 
periods only. It developed, however, that in consequence of 
Europe’s inability to pay, these loans of the bankers to American 
business men had to be renewed again and again—in fact, indefi- 
nitely. The result was that for all practical purposes they became 
long-term credits. These credits are still in the main owing to 
American business men, who in turn are still indebted to the banks 
for the amounts involved, which run into billions of dollars. 

This process of extending credits, however, eventually ran its 
course. When the reserves of the federal reserve banks were 
reduced as a result of this and other causes to the danger point— 
that is to say to a point beyond which they could not go without 
precipitating a financial panic or resulting in our passing from a 
system of gold redemption to one of inconvertible paper—it had to 
be altered. 

It was recognized all along by leading financiers and economists 
that this method of financing foreign trade was unsound and should 
not be allowed to continue even if it could. Europe wanted the 
goods, however, and American exporters wanted the sales; and 
with no other means of financing available, both exporters and 
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bankers appeared willing to take the chance—small chance, it was 
assumed—because Europe was to come back with giant strides. 

The other possible means of financing Europe’s needs was by 
long-term investment credits. Investment in foreign securities by 
the American people was severely hampered, however, because of 
inadequate financial machinery for the purpose. In brief, the 
American investor was unfamiliar with the merits of European 
securities, and was unwilling to assume the risks involved. Some 
means was needed whereby he could invest in the securities of 
American financial corporations, backed by the European securi- 
ties as collateral. European nations, particularly Great Britain, 
had long had foreign financing corporations known as investment 
trusts, which made it possible for British investors to invest abroad 
with a minimum of risk. The principle underlying such financial 
institutions is in brief as follows: The foreign securities are pur- 
chased by the investment trust or financial corporation and placed 
in trust as collateral security for its own bonds which are sold to 
investors within the country. The individual thus purchases the 
obligation of a well-known, domestic financial institution rather 
than one of a relatively little-known foreign corporation. More- 
over, he is able to distribute his risks more widely; his security is 
in effect the combined earnings of all the foreign borrowers whose 
bonds are held as collateral security, in addition to the capital 
resources of the investment trust itself. 

It was not until December, 1919, that the necessary congres- 
sional legislation could be secured for the formation of such finan- 
cing corporations under federal law. The Edge Act then finally 
authorized the establishment of American investment trusts 
popularly designated here as foreign financing corporations. It 
was another twelve months, however, before any large effort was 
put forth to organize financing institutions under the provisions 
of the law. There had already been two or three financing corpora- 
tions organized under state law, and early in 1920 one was organized 
under the Edge law. But the inability of these corporations, which 
were of only moderate size, to solve the problem became so 
apparent that in December, 1920, an effort was made to launch 
a huge foreign financing corporation, one that would be worthy 
of American financial genius. 








796 H. G. MOULTON 


A capital of $100,000,000 was determined upon, which would 
make possible the purchase and sale of securities to the amount of 
one billion dollars. A nation-wide campaign of education was 
undertaken, with a view to enlisting the interest of all classes of 
business men—financial, manufacturing, commercial, and agri- 
cultural. Even the interest of laborers as potential investors was 
besought. 

Almost another year has elapsed and this corporation has been 
unable to secure the necessary capital, owing to a combination of 
factors, including the business depression and the outright opposi- 
tion on the part of many leading financiers. The chief objection 
to the plan is that the organization of a corporation of such tre- 
mendous size is unnecessary and even dangerous when it is by no 
means certain that there is any great volume of foreign-security 
business in sight. It is feared, moreover, that it will be impossible 
to secure the personnel with which to administer so large and so 
difficult an undertaking. 

One of the greatest difficulties on the administrative side is 
that of making certain that the securities offered are safe. Lack 
of definite knowledge of the standing of individual European 
borrowers is one handicap. But much more important is the 
general insecurity of conditions in Europe. The individual 
borrower may appear to be sound enough, both financially and 
morally. But the instability of the exchanges, the disruption of 
transportation, the disorganization of commercial relationships, 
social unrest, and political instability, combine to multiply the 
risks which the lender must asssume. Improved organization of 
the credit machinery of Europe is now universally conceded to be 
necessary if American credits are to be greatly extended. 

In this connection it is noteworthy that none of the overseas 
financing corporations, that have been organized by the largest 
financial interests in the United States, have thus far succeeded 
in developing any appreciable volume of business. Without 
exception, they have found the practical difficulties of an insuper- 
able character. 

The “Ter Meulen” plan.—With a view to overcoming the 
present insecurity of European investments there has been 
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developed during the last year the so-called “Ter Meulen” scheme, 
named after its originator, a prominent Dutch financier. This 
plan has been indorsed by the International Financial Confer- 
ence, which was held in Brussels, in the autumn of 1920, under the 
auspices of the League of Nations. It has since been indorsed by 
the Council of the League of Nations and by the International 
Chamber of Commerce at its conference in London, June, 1921. 
The Ter Meulen plan therefore is the next experiment in extending 
credit to the distressed nations of Europe. 

In brief, the purpose is to encourage export trade by providing 
a special form of security which will reinforce the credit of the 
European importers. The exporter, as under present conditions, 
seeks out his own customer in Europe, arranges the terms of sale, 
and investigates the credit standing of the buyer. But in order to 
improve his credit standing, and thus make it possible to purchase 
the goods required on more favorable terms, the importer 
approaches his government and borrows from it for the period of 
the credit Ter Meulen bonds which he may use as collateral for 
his own promise to pay. Each borrowing government will arrange 
the conditions under which it will loan bonds to its citizens. But 
before the whole transaction is completed there must be obtained 
the approval of an international commission to be appointed by 
the League of Nations. This commission must satisfy itself that 
the imports consist of “‘necessary” commodities. It must also 
see that the total amount of bonds authorized for issue is not 
exceeded. Thus international, nonpartisan, and presumably scien- 
tific control is secured. 

To make the credit sound it is obvious that there must be 
satisfactory security back of the government bonds. The plan 
therefore provides that the governments which issue the bonds 
shall pledge as security revenue-producing assets (to which a gold 
value can be assigned) of sufficient amount to satisfy the inter- 
national commission. It is suggested that the most suitable assets 
for the purpose will be export and import duties and revenues from 
state railways, government monoplies, forests, etc. 

Now in case the importer is unable to pay for the goods when 
payments are due the exporter who has extended the credit may 
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seize the collateral security—the Ter Meulen bonds—in satisfac- 
tion of his claims. These bonds he may then either hold as an 
investment or sell in the investment market. It will doubtless 
be provided, however, that if he wishes to sell the bonds they must 
first be offered to the issuing government, so that it may buy them 
in if it so desires. It should be added that these Ter Meulen 
bonds may be sold to American investors through the foreign 
financing corporations; or they may be pledged as collateral by the 
financing corporations against their own securities, which may be 
issued for sale to American investors. The rate of interest on 
these bonds will be fixed by each country. While all of the details 
have not been determined—to our knowledge—it is suggested that 
the rate should be the normal rate that such country might expect 
to have to pay in the open market. The duration of the bonds 
will doubtless be from five to ten years. 

It should be observed that the Ter Meulen scheme has three 
principal features. First, it permits in large measure the utiliza- 
tion of existing trade and financial practice and machinery. The 
export may be arranged as heretofore through ordinary private 
channels; and the Ter Meulen bonds may be marketed through 
the already established financial agencies. Second, it permits the 
greatest possible amount of flexibility, allowing the methods to 
be adjusted to the varying conditions in different countries. Third, 
and this is the heart of the plan, it sets up machinery for placing 
back of the credit of the individual the credit of his government. 

What now is the hope from this Ter Meulen scheme? Will it 
solve the problem of overseas credit, and thus make possible an 
early restoration of European trade and industry? My conclusion 
is that the Ter Meulen plan will nct prove of great importance. 
It is worth trying out if only for the lessons to be learned from such 
a trial. And here and there no doubt some credit will be extended 
through the aid of Ter Meulen bonds. But the plan will fail of 
accomplishing large results for the reason that it does not reach to 
the heart of the European question. 

So long as the budgets of European countries remain unbalanced, 
and so long as imports remain greatly in excess of exports, Europe 
will not be able to pay interest on Ter Meulen bonds. The 











THE LIMITATIONS OF FOREIGN CREDITS 799 


revenues which are to be set aside for the purpose in hand are 
vitally necessary for ordinary fiscal requirements. When a nation’s 
revenues are, for example, but half the ordinary expenses it may 
conceivably prove possible for an international commission to 
appropriate what revenue there is for the payment of interest on 
Ter Meulen bonds. But this would not prevent a continuously 
unbalanced internal budget in the country in question and thus 
a progressive deterioration of the internal economic organization. 
On the contrary, it would intensify the budgetary difficulties. 
Now if budgets are not balanced, it will prove impossible to prevent 
the Ter Meulen bonds from depreciating in value, thereby reducing 
their marketability in the investment markets. To present the 
question, “‘What would have been the fate of German or Polish 
Ter Meulen bonds in the light of the recent fall of Polish and 
German marks ?” is to answer it. 

In consequence of considerations such as these, it is not at all 
certain that American and British exporters will be quick to try 
out the plan. While supporting the scheme as one that contains 
some possibility, Mr. A. J. Jobson, chairman of the British delega- 
tion at the June meeting of the International Chamber of Commerce 
in London, warned British exporters against too free a use of the 
plan. He pointed out that not even a stock-exchange speculator 
would be willing to buy the securities of corporations which possessed 
a power of increasing without limit their outstanding obligations. 
So long as European governments have the power of unlimited 
issue of paper currency, the wise business man will proceed the 
caution in accepting Ter Meulen bonds. 

Can the United States finance additional overseas credits ?—It 
remains to be noted that there is little chance that British and 
American investors, particularly the latter, will be either willing 
or able to absorb any considerable volume of Ter Meulen bonds. 
So far as England is concerned, her investment capacity has been 
enormously reduced in consequence of the staggering burden of 
post-war taxation. As regards the investing capacity of the 
United States, it will be recalled that the credits extended to Europe 
during 1919-20 were largely banking credits, the funds coming from 
bank-loan expansion rather than from investment savings. Indeed, 
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except during the war period when, under the spur of large monetary 
profits and wages and under the lash of the liberty loan campaign, 
we patriotically bought liberty bonds and thus enabled the govern- 
ment to make loans abroad, the United States has shown little 
capacity to furnish foreign capital. It must be recalled, moreover, 
that of the ten billions of funds loaned by the United States govern- 
ment abroad, a very considerable percentage does not represent 
real savings, but only bank-credit expansion. Moreover during 
the period of the war our investments in railroad, public utility, 
and housing enterprises were summarily curtailed. Looking 
ahead there is little possibility of our financing overseas invest- 
ments in addition to domestic requirements so long as business 
depression continues. And in case we have a business revival, 
the volume of domestic loans to be floated will severely tax our 
entire investment capacity. 

It will assist to an understanding of the future of American 
foreign creditors if it is clearly appreciated that it is an anomaly 
for a nation such as the United States to be in the position of creditor 
to the rest of the world. No nation ever before became a great 
creditor when its own internal industrial resources were so partly 
developed as is the case with the United States. 

England, to take the best example of a “‘legitimate”’ lender of 
foreign capital, began to emerge as a creditor nation when the 
volume of her annual savings exceeded the requirements of her do- 
mestic industries. These excess savings then naturally sought over- 
seas employment; indeed they were forced to seek a foreign outlet. 
The machinery for making such investments, moreover, gradually 
developed to meet the needs of the gradually changing industrial 
and financial status of the nation. In a word, England arrived 
at her creditor position as a result of many generations of gradual 
development; in consequence her economic organization was never 
thrown out of adjustment as a result of the process. 

The present financial position of the United States is, however, 
fundamentally different. We have become almost overnight a 
huge creditor nation. As a result of temporary war demands, 
we forced the development of our manufacturing capacity much in 
excess of ordinary domestic requirements, and thereby we were 
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enabled to repurchase European holdings of American securities 
and to extend the vast loans which converted us from a great debtor 
to a great creditor nation. We are now seeking to accomplish the 
impossible—to make permanent the foreign markets which the 
temporary exigencies of the war provided. 

Moreover as a creditor nation, England had an unfavorable 
balance of trade, receiving the interest on her foreign investments 
in the form of an excess of imports over exports. The United 
States, on the other hand, is in the anomalous position of hoping 
to maintain a permanent large excess of exports over imports at 
the same time that it receives interest on the huge foreign invest- 
ments that grew out of the exigencies of war financing. We might 
as well attempt to make water run uphill. In view of our excess 
manufacturing capacity and the present adjustment of our whole 
economic organization to the production of goods for export, we 
are not in a position to face the prospect of having interest paid in 
goods, with economic composure. The situation is fundamentally 
different from that of England before the war where the position 
as a creditor nation was attained gradually as a result of normal 
trade and financial processes. 

In any case, it is idle to suppose that we could finance huge 
additional credits. Our own internal industries, particularly those 
that were neglected during the war, will continue to require sub- 
stantially all of the investment resources of the country. In the 
absence of the war there is little, if any, doubt that the United 
States would have continued to be a borrowing nation for many 
years to come; the events of the war have in no way changed the 
fundamental requirements of the situation; they have merely 
demoralized the trade and financial relations of nations and raised 
the most difficult problems of economic reorganization the world 
has ever known. 

The American position with reference to future foreign loans 
was strongly presented at the International Chamber of Commerce 
meeting in London by George E. Roberts, vice-president of the 
National City Bank of New York. After observing that the 
United States is still a new and undeveloped country and that 
over a large part of the nation the people are accustomed to devote 
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their savings mainly to the extension of their own immediate busi- 
nesses or to investment in local enterprises, he pointed out other 
reasons which render large additional American investments 
abroad impossible. He stated that 

the competition for capital for domestic enterprises has made interest rates 
high, and the new offerings of securities at high rates has had the effect 
of depressing entire lists of outstanding securities and stocks, so that they 
yield high returns upon present prices. Other factors in the situation are the 
high rates of taxation and the fact that municipal securities, to some extent, 
and bonds of the federal government are exempt from taxation. The total 
amount of securities wholly exempt now outstanding is estimated at approxi- 
mately 15 billion dollars and is being constantly increased by new 
ee The presence of this large body of tax exempt securities has 
the effect of practically eliminating investors of high incomes as buyers of 
securities subject to taxation. To an individual of an income subject to our 
maximum tax rate, an exempt 4 per cent federal or municipal bond yields an 
equivalent of 14.81 per cent interest. Conversely, a taxable 7 per cent 
investment, such as a real estate mortgage, an industrial or railroad bond, or 
a foreign government bond, after tax payments actually yields, under the 
higher schedules, less than 2 per cent. This calculation is based on federal 
taxes only, and there is local taxation to be considered besides. 


These considerations take the wealthy investors out of the 
market for European securities, except at rates of interest which 
Europe would regard as utterly extortionate. 

This fact, coupled with other considerations already noted, makes 
it impossible for the United States to finance Europe henceforth 
on any very extensive scale. All of our experience up to date 
confirms this judgment. We trust there will be no misunderstand- 
ing here; we are not contending that a great many millions may not 
still be extended. But the days of billions of overseas credit are 
definitely past, for at least a generation. The only possibility of 
extending the credits would be through a renewal of exporters 
sales on credits furnished through further bank inflation. In view 
of the fact that much the greater part of the credits thus extended 
are still unpaid, with American exporters and their bankers pocket- 
ing the losses, there is little likelihood of an extensive resumption 
of this process. 

One further plan of extending foreign credits has been frequently 
suggested, among others, by Frank A. Vanderlip and Sir George 
Paish, formerly editor of the London Statist and widely known as a 
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writer on international trade and finance. In the views of these 
men the problem of Europe must be conceived as one problem; 
that is to say, it is idle to talk of extending credits to this, that, or 
the other, particular individual in Europe or to this, that, or the 
other, particular government in Europe. The problem must be 
dealt with on a continental scale; there must be a pooling of all 
European resources whereby large loans may be extended to Europe 
as a whole, secured by the joint guaranty of the European govern- 
ments. Sooner or later, it is believed, this will have to be done if 
Europe is to be saved. International action alone will suffice. 

This is undoubtedly sound doctrine; because of the essential 
unity of the world economic problem. But we would still have to 
face the restricted absorbing capacity of the American (and British) 
investment markets. Such a loan, if it did not exceed a few 
hundred millions might be absorbed in the course of a few years. 
If it ran into billions it could not be handled. 

Huge additional credits not the principal remedy.—When all is said 
and done the way out for Europe and the world does not mainly 
lie in huge additional credit extensions by the United States to 
Europe. No one can have an appreciation of the sources of dis- 
turbance in international economic relations until he clearly under- 
stands that the cause of the international maladjustment including 
the depreciated exchanges has been too much buying from the Uni- 
ted States. European holdings of American securities have been 
traded for American goods; European gold has flooded the United 
States in exchange for American goods; and other billions of our 
goods have been shipped abroad on credit. The result has been 
an unbalancing of the economic and financial equilibrium of the 
world on a scale that no one before the war would have conceived 
possible. 

The remedy for this malady is not more of the same medicine. 
Additional foreign investment by the United States will not bring 
the exchanges back to par; on the contrary, it will depreciate them 
still more. Temporarily, while the exchange with which to make 
investments is being purchased, exchange quotations may rise; 
but shortly—when interest becomes due—there will be a tendency 
toward still further depreciation. This might be theoretically 
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offset by new foreign investments the year following, investments 
in excess of the interest charges on the old, and so on indefinitely. 
It must be recognized, however, that a time must shortly come when 
our new investments would be less in volume than the interest on 
the old investments. When this becomes true the net effect on 
exchange rates will be one of depression. 

So much for theoretical possibilities: The practical situation 
is that we have already reached a point where new investments are 
not equal in volume to the interest on existing foreign debts. The 
only reason why the depressing effects upon the exchanges is not 
more fully manifest is that thus far we have not been asking foreign 
debtors to pay us interest. If we should insist upon the payment 
of interest on the foreign debt European exchanges would immedi- 
ately suffer heavy depreciation. In the words of George E. Roberts 
before the International Chamber of Commerce in London: 


If in the present state of trade the United States should ask for the pay- 
ment of accrued interest upon these loans and the debtor governments should 
go into the markets and attempt to gather up exchange to make the payments, 
the effect would be to raise exchange rates on New York still bigher and bring 
our foreign trade to a standstill. In short, the United States cannot afford 
to accept payment of either interest or principal from the debtor governments 
at this time. 


The economic rehabilitation of Europe and the restoration of 
international trade and prosperity are not, ultimately, to be secured 
by increasing our loans to Europe from fourteen to fifteen to sixteen 
to eighteen and to twenty and thirty billions. Such a development 
would only intensify the world-maladjustment which we are seek- 
ing to correct. All this is not to say, however, that there may 
not still be an interval of time during which Europe will have to 
borrow more. She may perhaps find it necessary to go somewhat 
further into debt before she can pull together and begin the process 
of getting out. But in the nature of things Europe cannot expect 
to borrow much more. The several billions that have been 
borrowed since the armistice have not placed Europe on her feet; 
on the contrary, every nation in Europe, England not excepted, 
is in a worse financial plight today than it was two years ago. It 
is possible, though not certain, that conditions might have been 
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still worse if we had not extended huge post-war credits. Be this 
as it may, if Europe has nevertheless continued to go backward, 
the argument for additional credits loses all point, except as viewed 
from the standpoint of humanitarian considerations. Certainly, 
if some additional credits are to be granted there must be absolute 
assurance that they will be utilized only for essential purposes, 
and not squandered on stupid consumptive extravagance, or in 
equally stupid military adventures which only serve to intensify 
the political and economic instability of Europe. 


H. G. Mourton 
UNIVERSITY OF CHICAGO 








PROPOSED REFORMS IN THE SYSTEM OF 
FOOD DISTRIBUTION." II 


In the distribution of live stock and meat products some of the 
problems are similar in nature to those of milk and produce.’ The 
live-stock producers and shippers of live stock are even more dis- 
organized than the producers of milk, fruits, and potatoes, and 
about on a par with most growers of vegetables. On the other 
hand, the distributors of meat products have become much more 
highly organized than any other distributors of perishable or other 
food products. 

Before the development of the refrigerator car fresh meat could 
not be transported; hence the slaughter of live stock and the manu- 
facture of fresh meat products were necessarily restricted to the 
community in which the meat was consumed. The application 
of refrigeration to transportation and the rise of cold storage plants 
made possible the year-round consumption of fresh meat, the loca- 
tion of meat-packing plants near or in the corn belt, where live 
stock can be most economically fattened and finished for market, 
and the concentration of distribution of meat products under the 
direction of a relatively few distributors. The total sales of the 
five largest packers amounted to $3,200,000,000 in 1918.2 These 
five packers in 1916 controlled 94.4 per cent of the business in cattle, 
81 per cent of hogs, and 94.3 per cent of sheep in the twelve largest 
markets, in which were slaughtered 81 per cent of the total inter- 
state slaughter of cattle of the whole country, 78.5 per cent of the 
sheep and lambs, and 58 per cent of the swine’ of the whole country, 
or 73.3 per cent of the total live stock handled by interstate 
slaughterers. They have acquired also a large part of the export 
trade of Argentine, Australia, and Canada, the other large meat- 
exporting countries. The “Big Five’ packers slaughter the live 

* This paper is largely based on a review of reports of the Federal Trade Com- 
mission and upon the recent hearings held before Congressional Committees. 

2 Decree and Consents, Petition, Answers, and Stipulation in the United States of 
America vs. Swift & Company and Others, Department of Justice, 1920, p. 29. 

3 Report of the Federal Trade Commission, Meat-packing Industry, Part I (1919), 


pp. ili, 123. 
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stock and distribute to the retailers the finished products through 
their own refrigerator car lines and through their own branch 
houses which are located in all the leading consuming centers, 
and through their peddler car lines by which fresh meat is brought 
weekly to the rest of the country. Thus a complete system has 
been built up to handle meat, not from the producer of live stock, 
but from the terminal markets to the most distant retailers. Not 
only has meat been handled through this vast organization, but 
also many other products such as lard, cotton seed oil, lard sub- 
stitutes, oleomargarine, butter, eggs, poultry, canned salmon, 
fruits, and vegetables. The same peddler car can transport all 
these products and the same salesman can take orders for all of 
them. Thus, undoubtedly, vast economies of organization have 
been realized by the packers. In contrast to the method of dis- 
tribution of vegetables, by which there is disorganization and 
continued maladjustment of producer’s products to consumer’s 
needs, the system of the packers for the distribution of meats is 
highly efficient. 

As a result of its investigation of the meat business, the Federal 
Trade Commission has proposed certain reforms. These reforms 
will be examined to see what is expected to be accomplished by 
them, the efficacy of the measures advocated and the bias of those 
supporting the reforms. 

The Commission recommended that the railroads or government 
shall acquire (1) all live-stock cars, and (2) the stockyards, and (3) 
such of the branch houses, refrigerator cars, and cold storage plants 
and warehouses as are necessary to provide facilities for the competi- 
tive marketing and storage of food products in the principal 
cities of distribution and consumption, and that the railroads shall 
operate the live stock yards and refrigerator cars and cold storage 
plants as necessary parts of a complete and efficient system of 
transportation. 

* By the terms of the consent decree, groceries and certain other products no 
longer may be transported in refrigerator cars. The significance of this legal inter- 
ference with the economies of large-scale distribution will be considered further on 
in this article. Cf. Decree and Consents, Petition, Answers, and Stipulation in the 
United States of America vs. Swift & Company and Others, Department of Justice, 
1920, pp. 2-5. 
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In the first place, it is apparent that these reforms make no 
constructive provisions for improving the distributive system in 
two respects in which it is most disorganized and expensive, 
namely, in the marketing of live stock and in the retailing of meat 
products.* To have attacked these two bulwarks of the laissez- 
faire system would have necessitated that the reformers forego 
their honest convictions and the premises underlying their investiga- 
tions and reform measures. It should be manifest without argu- 
ment that without an “efficient system for regulating the flow of 
live stock’? to the packing plants, packers are not put in a position 
to handle live stock most economically. The planless duplication of 
retail meat shops and deliveries in accordance with the old order of 
free competition, is likewise a cause of waste not met by the reforms. 

The purposes which the commission seeks to accomplish by its 
reform measures are to fully protect the local butchers and inde- 
pendent packing plants, to encourage the establishment of these 
and of co-operative and municipal packing plants’ near the sources 
of supply in order to save the expense of transporting the greater 
weight and bulk of live animals to distant packing plants and also 
to avoid the expense of hauls from the producing section and back 
again for local consumption. If adequate transportation and 
cold storage facilities are provided by the railroads, it is claimed 
that the loca] packing-plant can ship its surplus to distant markets 
in refrigerator cars on the same terms as the packers, and can obtain 
public storage for fresh meat in the great consuming centers on the 
same terms as the packers until it can be advantageously sold to 
some distributing agency or direct to the retailers. Without such 
outlets for surplus products, conditions generally have not been 
favorable for the continuance of independent packers or for the 
establishment of co-operative packing plants controlled by either 
the producers or consumers. The independent packing plant with 

* Testimony of Thomas E. Wilson, president of Wilson & Co., Hearings Relative 
to H. R’s. 14, 232, 5034, and 5692, April, 1921, p. 401. 

2 Ibid, p. 409. 

3 Report of the Federal Trade Commission, Part I, p. 395; Hearings before the House 
Committee on Agriculture on Meat-Packer Legislation, Sixty-sixth Congress, Second 


Session, Part VI, p. 414; Elwood Mead, ‘“‘The Public Abattoirs of Australia,” Cali- 
fornia Catilemen, November, 1920, p. 5. 
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a small volume of business cannot afford to own its own refrigerator 
cars and branch cold storage houses." 

Would the reforms proposed mean an advantage to producers 
or to consumers? Judging by the efforts at decentralization in 
other lines, the results to be accomplished are open to question. 
The Federal Trade Commission report does not show that local 
butchers and independents in general are paying producers any 
more for meat, or that they are selling it for less to the consumer. 
Independents generally, in the later period of development of large- 
scale business, find it to their profit to work with the bigger concerns, 
and to buy and sell on the basis established by their large-scale 
competitors.’ In fact, from the point of view of the trader, it is 
better to have a group of larger traders control 25 to 50 per cent of 
the total output in an industry for the effect this control will have 
upon the maintenance of prices. It is quite possible, as the packers 
suggest, that the distributor’s margin might be larger if the reform 
measures should bring in a multiplicity of packing plants and of 
distributors with all the attendant duplication of equipment, 
manufacture, and delivery of the old competitive system. 

At this point there should be indicated a fundamental difference 
between the new order of competition and that assumed by the 
traditional economists to exist. The independent does not find 
it to his interest to cut prices of the larger operator, because if he 
did, he would reduce his own rate of profit. But if he should cut 

* The higher percentage of hog products distributed by the independent packers 
would indicate that independents have a freer field in the manufacture and distribu- 
tion of these products than of beef products. This situation is of course accounted 
for by the less perishable character of hog products. Cf. Federal Trade Commission, 
Part I, p.129. “The business of these local plants is confined largely to pork packing, 
their trade in beef and other fresh meats, being limited in most cases to the demand 
of the local territory. .... On account of the equipment, refrigerator cars, and 
extensive selling organizations necessary to conduct successfully a large-scale business, 
small plants generally have been unable to compete with the large packers in the beef 
department of the industry.”—Louis D. Hall, ‘Methods and Cost of Marketing 


Live Stock and Meats,” Office of Markets, United States Department of Agriculture, 
Secretary's Report No. 113 (1916), p. 57. 


? Federal Trade Commission Report, Part I, p. 114. 


3 “The only reason that it pays (the packers) is because they do such an enormous 
business. If we did a small business, 9 per cent would not satisfy anybody; it could 
not.”—J. Ogden Armour, Hearings on H. R. 13324, Part IV, p. 747. 
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prices in order to extend his market, as is assumed to be the method 
of price reduction in the old order of free competition, he might not 
only reduce his rate of profits, but he might so encroach upon the 
markets of his larger competitor as to bring on a period of cut- 
throat competition. The small operator avoids a price conflict 
with a large competitor. The conditions of competition are not 
equal, as is assumed by theorists of the old order, when capital, 
resources, rate of profit, total income, total amount of credit avail- 
able, and cost of credit and of supplies are unequal. Even those 
independents who are reported to have a larger rate of return upon 
their net worth are not led thereby to price-cutting as a means of 
increasing their business, contrary to the assumptions of the old 
order of free competition. The reports of the Federal Trade 
Commission and the testimony of the various Congressional com- 
mittees furnish no evidence to show that independents as a rule 
practice price-cutting to increase their business. The incentive 
in the new order of competition, as well as in monopoly business is 
not to increase output at the expense of prices. The elimination 
of a large number of independents has brought about certain econ- 
omies, and at the same time given greater power of price mainte- 
nance. The question becomes, Do the reforms proposed by the 
commission or by Congress make it possible to retain the economies 
of the packer system, and do they provide for any effective method 
of price control to take the place of the old order of free competition ? 

Now as to the relation of the “Big Five” to each other, the 
Federal Trade Commission believe that they have been working 
together to depress prices to producers, and give as evidence that 
the five have worked together in the location of plants, in gaining 
control and in operation of stockyard companies, but chiefly in 
bringing about a uniform percentage of live-stock purchases over 
a period of several years for each of the five firms.' The big packers 
claim that the uniform percentage of purchases of each is not the 
result of any agreement but is the evidence of competition. The 
percentage of total business handled by each packer has remained 

* Federal Trade Commission, Part I, p. 49; testimony of W. B. Colver, member of 


Federal Trade Commission before Hearings of House Committee on Agriculture on 
Meat-Packer Legislation, Sixty-sixth Congress, Second Session, Part II, p. 71. 
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the same because each packer will not be content with a less share 
of the business and would gain a larger percentage if the others 
would permit. But to increase the percentage over that of previous 
years would necessitate that a packer pay more for his stock and 
to do that would result in a loss or a lower rate of profit. “If we 
try to exceed our customary purchases in any market, we could 
not get away with it, that is all. To do that, we would have to 
raise the bid over the market price and Morris, Armour, and Wilson 
would not stand for that. They would meet our prices and there 
would be cut-throat competition,” which admittedly does not exist." 

Therefore the effect of the competition claimed in the new order 
is that the packers maintain similar prices to producers at any 
given time; that is, one competitor does not pay an appreciably 
higher price than another. Thus a scale of prices to producers 
favorable to the packers is maintained by the latter quite as 
effectively without price agreement as if there were one. This does 
not mean to imply that the old order of competition would have been 
any more favorable to the producers. During the war the mani- 
fest interest of the packers in securing government contracts and 
in increasing profits did not lead them to cut-throat competition to 
secure a larger share of business either in the sale of the products 
or in the purchase of live stock. Since each of the big packers 
did not appreciably overbid his competitor to secure more live 
stock, prices were maintained at a low level to the producers who 
were frequently forced to sell below the cost of production, while 
the packers were securing a greatly increased rate of profits.’ 

Though the reforms proposed manifestly sk to establish equal 
conditions of competition, the investigators mainly emphasize the 
unequal conditions of competition that exist in all the productive 
and distributive processes, contrary to that which has been thought 
right and proper and customary by the upholders of the old order 
of free competition. The big packers “have entrenched themselves 
in what may be called the strategic positions of control of food 


«Testimony of L. D. H. Weld, a representative of Swift & Company before 
Hearings of the House Committee on Agriculture on the Meat-Packer Legislation, pp. 
1179-80, Part XV; cf. Testimony of Edward Morris, Hearings on H. R. 13324, Part 
IV, p. 1026. 


* Federal Trade Commission, Report on Profits of the Packers, p. 10. 











812 WILLIAM R. CAMP 


distribution,’’* not primarily through the possession of industrial 
advantages, which have been assumed to be the basis of competitive 
fitness, but through possession of special privileges. The advan- 
tages which they possess over their competitors, and which are the 
source of special profits not shared in by their competitors, are 
stated by the Federal Trade Commission to be as follows: 

1. Acquisition of stockyard interests partly through large gifts 
of cash bonuses, land, buildings, and bonds by municipalities and 
stockyard companies amounting to $9,000,000 and through the 
gift of many more millions in stockyard stocks by stockyard com- 
panies.* Thus the five big packers have come to own or to have 
controlling interest in twenty-two stockyards and financial interest 
in six others, in which together are marketed more than 84 per cent 
of the animals marketed through stockyards in the United States. 
These holdings give the packers control of sites for packing plants, 
banks, and cattle loan companies, and a practical monoply or domi- 
nant influence over many of the important businesses conducted at 
the yards.’ It should be noted that the annual income which the 
packers receive from the stockyards is obtained from yardage and 
feed charges paid by the producers. To the extent that the posses- 
sion of the stockyards has come into the hands of the packers as a 
result of gift and not as a result of outlay of money, the income re- 
ceived may be called a free income. The grounds upon which the 
right to this free income has been obtained from the producers were 
the consent of the packers to locate their plants near certain cities 
and to do their buying in the stockyards in question. The pro- 
ducers receive no shares in the stockyard companies as a return 
for their consent to sell in these stockyards. The power of the 
big packers to capitalize their agreement to buy at certain places 
is one of the differential advantages which is possessed by the big 
packers over the farm-owning class and which helps to explain the 
centralization of wealth in the hands of capitalists contrary to the 
expectations of the Ricardian theorists. Also it is claimed this 


* Federal Trade Commission, Report on Profits of the Packers, Part I, p. 38. 
2 Ibid., Part ILI, pp. 31, 195, 276. 


3 Federal Trade Commission, Report on Meat-packing Industry, Part III, pp. 11, 
20, 26. 
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advantage may be sufficient to prevent the survival of competitors 
who would otherwise buy at such markets. It is claimed that the 
big packers, through the integration of the packing plants with 
stockyard markets, together with other marketing and manufactur- 
ing facilities, may give up the income from one or more of such 
sources and can afford, temporarily, to pay more for live stock 
than they can sell it for, or can sell meat products for less, for the 
purpose of driving out a competitor. Thus integration may 
become the means of elimination of competition and of securing 
control of the market. It is further claimed that the control of 
stockyards gives to the “Big Five’ the power to affect the prices 
they pay for animals’ and to influence the consideration which 
independent competitors receive in such markets.* The origin of 
the advantage of ownership of stockyards is not primarily traceable 
to the industrial efficiency of the packers, however complete their 
industrial methods may be, but such ownership has been mani- 
festly the result of the strategic power of the big packers as the 
largest buyers in the markets. 

2. The purchase by the “Big Five” of 73.3 per cent (in 1916) 
of the total live stock in the hands of interstate slaughterers gives 
these packers strategic power to “bull” or “bear” the market 
in which they buy or sell commodities.3 It is usually thought 
that the control of a much smaller percentage of a market gives 
the operators an advantage over competitors. The evidence given 
indicates that the packers pay lower prices upon days of larger 
receipts and higher prices on days of light receipts.4 Fluctuations 
in producers’ prices are not necessarily reflected in corresponding 
changes in jobbers’ and consumers’ prices, though the general 
movement of consumers’ prices follows that of producers.s This 

t [bid., Part III, p. 86. 2 Ibid., pp. 86, 94, 101, 137. 

3 Ibid., Part I, p. 106; Part II, pp. 12, 93, 94, 137; Part III, p. 89. 


4 Federal Trade Commission, Part III, p. 106; Studies in Live-Stock Marketing, 
Swift & Co., July, 1921. 

’ Testimony of W. B. Colver, member of the Federal Trade Commission, in the 
Hearings of the House Committee on Agriculture on Meat-Packer Legislation, Part II, 
pp. 77-88. The Producer (Denver, Colorado) for November, 1920, points out that 
when equalization of receipts was brought about through the adoption of the zone 
system of shipment of live stock, fluctuation in prices to producers continued as great 
as ever and that such fluctuations were not reflected in wholesale prices. 
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failure of changes in producers’ prices to be reflected in correspond- 
ing changes in consumers’ prices, contrary to classical and marginal 
utility doctrines, may be a phenomenon which is common to the 
trade in general, but its significance is not usually recognized. 
When the turnover takes place every one or two weeks, the price 
of a perishable product like meat would change as frequently if 
the old competitive order still persisted. To the extent that 
jobbers’ and consumers’ prices do not immediately follow producers’ 
prices during periods of falling prices, there is a measure of control 
over prices by the distributors that gives them a differential advan- 
tage over the producing and consuming classes.t Whether the 
retailer is more to blame for maintenance of consumers’ prices 
during a period of low prices to producers, the evidence furnished 
by the commission, or by the Congressional hearings unfortunately 
does not make clear. If the retailers are as much or more successful 
in maintenance of prices, then the conclusion may be drawn that 
monoply control is not confined to the so-called monopolies or 
trusts. If the packers have no power? of price maintenance and 
the retailers have all the power, then the effect is the same, namely, 
discouragement of consumption and consequently a decrease in 
production. The attention of reformers should then change from 
packers to retailers. 

3. The “Big Five” have an advantage in manufacture through 
their ability as large-scale operators to own facilities for the utiliza- 
tion of by-products and through the size of their purchases to 
obtain supplies and credit, at lower prices than independents.’ 
The five big packers borrowed money in 1918 at an average rate 
of 5.9 per cent, whereas twenty-seven of the representative independ- 
ent packers paid an average rate of 6.7 per cent, a difference of 
o.8 per cent in favor of the big packers.4 At this rate the annual 


* The effectiveness of packer control has been shown in the recent decline of prices 
in that the prices of lard, of which the packers have a greater control, have been slower 
to decline than pork, and pork slower than the producers’ prices of hogs.—Board of 
Trade Journal (London), December 2, 1920, ‘‘ The Fall in Prices in the United States,” 
p. 651. Cf. Wesley C. Mitchell, Business Cycles, pp. 559, 569, 570. 

2L. D. H. Weld, Quarterly Journal of Economics, May, 1921, p. 427. 

3 Federal Trade Commission, Report on Meat-packing Industry, Part II, 
pp. 116, 118. 

4 Ibid., Part III, p. 120. 
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savings of the five big packers over their competitors would be 
$5,080,679.14 upon the basis of 1918, in which year these packers 
had borrowed on their own notes $452,475,862, and had outstanding 
in bonds and mortgages $182,609,031.' The live-stock producers 
on the other hand have to pay from 6 to 10 per cent for money.” 
This large difference in the interest rate in favor of packers over the 
producers represents a differential advantage which helps to 
explain the failure of wealth to centralize in the hands of the agri- 
cultural land-owning class and its centralization in the hands of 
capitalists contrary to the expectations and logic of all early 
economists. The quantity prices obtained generally by the “Big 
Five” represent differential advantages due to size. The quantity 
price tends to prevent the entrance of the small competitor, and the 
inability of the small competitor to get such prices keeps his business 
from growing large. It is therefore an advantage which does not 
disappear with competition. It is one of the advantages which 
the proposed packer legislation does not touch. 

4. The five big packers have gained a control of the greater 
part of the facilities by which meat products must be distributed. 
This has been accomplished through the ownership of g1 per cent 
of refrigerator cars suited for the transportation of fresh meat; 
through the ownership or control of icing stations where cars of 
competitors must be iced; by the operation of car routes and auto 
trucks; by the ownership of 1165 branch houses and through 
ownership or control of 44.8 per cent of the total cold storage in 
the United States. ‘The freight tonnage controlled by the big 
packers has for years given them a great leverage in their dealings 
with the railroads. Until the Interstate Commerce Commission 
interfered, this power was used to obtain rebates and in recent 
years to secure special privileges and concessions.’* ‘The cars 
leased or owned by the independents are moved more slowly by 
the railroads than those of the big packers. The cars of the former 
average 54 miles a day, whereas those of the latter average 80 
miles a day, and the difference between 54 and 80 may mean a 

* Federal Trade Commission, Report on Profits of the Packers, p. 105. 

* H.R. 23324, Part V, p. 1545. 


3 Report of the Federal Trade Commission, Part I, pp. 40, 153; Part III, p. 129. 
4 Ibid., Part I, p. 41. 
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difference between profit and loss' Moreover the big packers are 
able to transport in their refrigerator cars large amounts of groceries 
of a non-perishable character and secure for themselves a more 
rapid and more regular service than the wholesale grocer at the 
same rate, or, in many cases, at a lower commodity rate than the 
wholesale grocer pays on shipments in ordinary freight cars.’ 

5. Through the ownership or control of these marketing 
facilities, the big packers have been able to develop their own 
wholesale distributing system for jobbing meat products and 
groceries direct to the retailer. Such a system it is claimed has 
so completely taken the place of a formerly existing wholesale 
system for selling meat through meat brokers and commission 
houses to retailers that the principal remaining outlet for the small 
independent packer, aside from his local trade, is through the job- 
bing system of his competitors, the big packers.* Of the dis- 
advantage of the independent packer in selling in distant markets 
the Federal Commission says, ‘“‘They encounter the discouraging 
features of irregularity in transportation, inferior service, and lack 
of facilities for taking care of the goods on arrival, all of which 
tend to bring about deterioration of the meats and dissatisfaction 
on the part of the customer. Hence, in reaching distant markets, 
the independent packers encounter a greater expense, more 
uncertainty, and proportionately greater losses than do the great 
packers.”* The question at this point is how the waste of duplica- 
tion of branch houses may be avoided, and how the economies of 
one system of distribution may be secured for the consumer under 
the price system without giving to the private owner or owners of 

‘Testimony of William B. Colver, formerly chairman of the Federal Trade 
Commission, before the Hearings of the Senate Committee on Agriculture and Forestry, 
Part I (1919), p. 108. Cf. Testimony of Thomas E. Wilson representing Wilson & Co. 
before the Hearings of Senate Committee on Agriculture and Forestry, Sixty-fifth 
Congress, Third Session, Part II, p. 1975. 

? Testimony of Dr. Lewis H. Haney before the Hearings of the Senate Committee 
on Agriculture on the Stimulation of Live-Stock Products, Sixty-sixth Congress, First 
Session, Part I, pp. 244-47. 

3 Report of the Federal Trade Commission, Part III, p. 131. 


4Ibid., p. 122; cf. testimony of L. D. H. Weld, representative of Swift & Co. 
before Hearings of the House Committee on Agriculture, Sixty-sixth Congress, Second 
Session, Part XIII, pp. 951, 953. 
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that system such advantages over their competitors as to make 
competition largely ineffectual as a method of control.’ 

The advantages emphasized by the commission are in the nature 
of privilege, special consideration, or strategic power which has 
accrued to the business of greater size. The lack of such advantages 
tends to prevent the existence of a small business or the growth of 
the independents to the size by which they might acquire like 
privileges, consideration, or equipment. They are, therefore, 
advantages which have not disappeared with competition. These 
strategic advantages emphasized by the commission together with 
the industrial economies of large-scale operations, which unfortu- 
nately are not given due credit by the commission, afford the 
necessary explanation of one of the main facts, namely, the admitted 
concentration of ownership in the meat-packing industry.?, More- 
over, the relatively high profits of the packers,’ whether the “Big 
Five” or the Independents, and the relatively low profits of the 
producers, have resulted in a concentration of wealth outside of the 
agricultural land-owning class, contrary to the logic and conclusions 
of the supply-and-demand theorists of the old order of free competi- 
tion.4 Profits have not tended toward equality. There is no 

: The partial acquisition of branch houses by the government proposed by the 
commission would not prevent such duplication; and none of the later bills including 
those passing the House and Senate in June, 1921, retains any provision for govern- 


ment ownership of branch houses or any other distributive equipment. H. R. 6320, 
Sixty-seventh Congress, First Session, with Senate Amendments, June 20, 1921. 

2 The packers differ from the commission in explaining the concentration of owner. 
ship by their efficiency in manufacture and distribution on a large scale. Reply of 
Swift & Company, July 23, 1917, pp. 13-17. 

3 “The growth of one packing establishment increased from a capital of $160,000 
in 1868 to $169, 366, 000 in 1918, which is an increase in net worth in fifty years of 
one thousand per cent.’”—Testimony of J. Ogden Armour, Hearings before the House 
Committee on Interstate and Foreign Commerce, Part IV, pp. 626, 711. ‘‘About 8 per 
cent of the present net worth of the company has come from cash or property contribu- 
tions on the part of the stockholders.’”—Federal Trade Commission Report, Part V, 
p.9. The net worth of four of the “Big Five” packers increased from $92,000,000 
in 1904 to $479,000,000 in 1919, but only $89,000,000 of their increased worth repre- 
sented an outlay for new capital. 

4 William R. Camp, “Limitations of the Ricardian Theory of Rent,” Political 
Science Quarterly, September and December, 1918. This situation should be contrasted 
with that of the time of the Napoleonic Wars. Ricardo thought that the profits of 
manufacturers and other capitalists would tend to be low, that all advantages possessed 
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equality of opportunity for entrance into a business or for remain- 
ing in it as was formerly assumed. There is not a free field for 
individual initiative which the exponents of the old order have 
regarded as a cardinal advantage of the institution of private 
property and as vital to the development and maintenance of 
business enterprise. This is not to say that the departure of the 
old freedom is regrettable. If the investigations of the commission 
and of other departments of the government have shown that a 
new order has arrived, then possibly any efforts for the restoration 
of the old are futile. The elimination of independents,’ which has 
been the cause of so much personal grievance and loss of profits 
and property to many, and of numerous government investigations, 
has made possible a more systematic organization of the meat 
industry. The question is, How may the economies realized be 
shared in more extensively by the producers and consumers under 
a system of exchange according to price, and of management by 
a portion of the owners ? 


by manufacturers would disappear with competition, and that therefore there would 
be no concentration of capital in the hands of capitalists, but that on the other hand, 
the price of food products would tend to be high, that land-owners would get all of 
the benefits of higher food prices through higher rents, that rents or incomes of land 
owners would tend to be high, and that there would be concentration of wealth in 
the hands of the agricultural land-owners. By the time of the Great War, the revolu- 
tion in institutions had become so great that the reverse was true at every point in 
the argument, with one exception, namely, that food prices have become high. The 
general testimony seems to indicate that live stock, to a considerable extent, produced 
during the war was below the cost of production, that is, if the live-stock producers 
allowed rent for their land at even the prevailing rate of interest. Cf. Testimony of 
Dr. Spillman, formerly head of the Bureau of Farm Management, U.S. Department 
of Agriculture, and data tabulated by Walter Stewart; The War Industries Board 
Report of Hearings of the House Committee, Interstate and Foreign Commerce on Govern- 
ment Control of Meat-packing Industry, 1919, Part V, pp. 1444-60; 1518-30; statement 
of E. V. Lasater, pp. 1561-78; Hearings before the House Committee on Agriculture 
on the Meat-Packer Legislation, Sixty-sixth Congress, Second Session, Part VII, 
PP- 490-91. 

‘Testimony of Thomas E. Wilson, president of Wilson & Co., H. R. 13324, 
Part IV, pp. 1210, 1319; Hearings before the House Committee on Agriculture, in the 
Meat-Packer Legislation, Sixty-sixth Congress, Second Session, Part VII, pp. 478-81; 
Federal Trade Commission, Part III, p. 145; Part I, pp. 190-91; Part II, p. 159; 
testimony before Select Committee on Transportation and Sale of Meat Products, Sen- 
ate Report 829, Fifty-first Congress, First Session, pp. 118, 119, 121, 131, 140-48, 266. 


Sasa SiS Serre, 
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To continue the argument, it is claimed by the commission that 
independent private owners are not able to acquire the facilities 
which would make them effective competitors, and it is therefore 
proposed that the government or the railroads should make up 
for this lack of private ownership under the present competitive 
system, by public ownership, and provide certain facilities for the 
independent packers’, co-operative producers’, or consumers’ pack- 
ing plants. These reforms seem to be an admission of the defects 
of private property under the present system of competition, and 
to represent an endeavor to maintain the property rights of the 
many against the few. 

According to the competitive theory of the old order, private 
property was not considered a privilege. The laissez faire policy 
of government was supposed to do away with all privilege. 
Privilege was thought to be political in its origin. If all inter- 
ference by the state was done away with, the natural order of free 
trade would prevail and privilege would disappear. Free trade 
was conceived to be purely a competition between industrial 
agents. If the government would keep its hands off, goods would 
be exchanged in the long run, according to their labor value or 
industrial costs. Any profits obtained were thought to be the 
result of the efficient management in putting consumable goods 
upon the market. Profits were considered to be the “wages of 
management,’’ and as such were essentially the reward for labor 
efficiently exercised. Any excessive wages or profits, it was 
thought, would be of temporary duration and generally speaking 
highly meritorious. Jf wages or profits should ever become excessive, 
that is, more than could be obtained 1n other lines, those an that industry 
would be interested, it was assumed, to increase their output and would 
increase their output to secure the increased reward. Thus increased 
reward in terms of price would result in increased output in terms of 
goods. Furthermore, others would be free to come into such an 
undertaking, and would come into it and increase the output until 
prices would fall and the reward in that industry would equal 
that of others. Thus, equality of opportunity would continue. It 
follows that no accumulation of profits, no concentration of wealth 
in the hands of capitalists, and no concentration of power as a 
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result of private property were anticipated. Profits would tend 
to be low and the benefits of all economies and improvements could 
not be retained by the owners but would be transferred to the 
consumers in the form of low prices. 

This has been and is the argument to prove the sufficiency of 
free competition to determine prices and to indicate the needless- 
ness of any regulation except such as inheres in the natural order of 
free trade. Thus, the competitive theory of prices and laissez 
faire sink or swim together. Thus, the competitive theory arose 
to show how the products of labor, past and present, might be 
exchanged by business men without excessive profits if the govern- 
ment would withdraw all preference for or restraint’ of the owners 
of the capital equipment upon which the community must depend 
for its subsistence. According to this theory, profits are essentially 
beneficent; they are the just reward of society to the entrepreneur 
for producing. The greater the reward the greater will be the 
output. No conflict of interests was seen: society and the entre- 
preneurs were considered one in their interests. That control 
might be developed to restrict output and gain larger profits in 
conflict with the interests of society was recognized as a possibility 
in a few isolated cases of monopoly. But it was not anticipated 
that the same conflict of interests would exist in competitive as 
well as in monopoly business, that is, that there would be that same 
interest in all business in restricting output for higher prices or 
wages, or in restricting competitors from producing for the object 
of larger returns in terms of money. 

This faith in absolute power of the individual in the strictly 
private direction of economic goods would sound strange to the 
historian of those times, as absolutism in any form had been dis- 
credited through several hundred years of political experience. 
Every check had been placed upon the power, ambition, and 
initiative of the king in whom political power at one time had 
become centralized. But, as just indicated, it was not anticipated, 
at the time of the formulation of the competitive theory, that 
power and privilege under the new system of technology would 
spring from ownership of capital equipment. 
* Adam Smith, Wealth of Nations, Book IV, chap. ix. 
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The competitive theory of prices, the old competitive system, 
the theory of laissez faire, the laissez-faire system of government, 
the labor theory of origin of private property, the theory of equality 
of opportunity, the right of individual initiative, and the exclusive 
private direction by a few of its owners of the capital equipment 
upon which the community depends for its subsistence, are so 
closely bound together that they form a complete system of thought 
and of institutions which must survive or fall together." Any 
reform which would substitute another scheme must have some of 
the same completeness as the system which it seeks to supplant. 

All attempts at reform of food distribution, as well as of rail- 
road administration, and of the factory system are departures from 
laissez faire. However, the eighteenth-century philosophy of 
laissez faire has persisted to interfere with all effective reform. To 
illustrate, the competitive theory of prices and the laissez-faire 
theory of government and of private property have stood in the 
way of all effective railroad legislation. During the war it was 
found that the railroad system must be operated as a whole, that 
zoning and unification of transportation and centralized direction 
were necessary if cars were to be fully utilized and if the waste of 
cross freight and back hauls was to be avoided, and if the railroads 
were to be managed so as to co-ordinate effectively and economically 
with all other industries. Then, it became more fully recognized 
that the competitive system did not operate in railroad transporta- 
tion.? But after the war this backsliding from the ancient belief was 
in a measure remedied, though in the guaranty of income there 
was again a departure from the laissez faire of the competitive 
system, according to which there would be a sufficient mobility of 
capital under private initiative without government interference. 

But on the whole, there is no intention in any of these reforms 
to question the adequacy of private property. As far as that 
institution is concerned, the attitude of reformers as well as of 
business men holds in the main to the old assumptions of laissez 

*Cf. Thorstein Veblen, The Vested Interests and the State of the Industrial Arts, 


chaps. i, ii, and viii. 

2 President Wilson’s Message to Congress after the signing of the Armistice and 
articles of Theodore Price in Commerce and Finance; Willian R. Camp, “Limitations 
oi the Ricardian Theory of Rent,”’ Political Science Quarterly, September, 1918, p. 343. 
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faire. The same faith as to its efficacy exists as when private 
property was regarded as having its origin in labor.’ Corollary 
to this belief, it was thought that the function of government in 
the main ended with the protection of property rights, as securing 
to the individual the fruits of his labor; and any failure of govern- 
ment in this function was regarded as a discouragement to industry. 
It is manifest that the new order of private property is quite as diver- 
gent from the old industrial concept as the present competitive order 
is from that of the traditional theorists. The reforms proposed 
do not contemplate limiting the size of the individual holdings of 
private property or changing essentially the laissez-faire right of 
the owner to use his possession as he chooses without direction on 
the part of producers or of consumers. In all the hearings held 
and in all the bills proposed, this belief in the right of private 
direction of property which is public in its effect prevails. The 
thought of the reformers does not seem to be to take the direction 
of the packing industry away from those whose interests are 
primarily in returns in terms of money and not in the development 
of the technological processes of production, through which processes 
alone output can be increased. Such a shift from the ideas of the 
eighteenth century would mean an advocacy of change of manage- 
ment from financiers to engineers; and it is needless to say that no 
such drastic measures are contemplated by the reformers any more 
than by the business men. 

The fact that the accumulated profits of the packers? are not 
used for personal consumption but for developing a system of 
control of production and distribution; and the further fact that 
consumers and producers, including workinen in the packing plants, 
whose interests are thus affected are not content without some voice 

t John Locke, Treatise on Civil Government, 1680, chap. 5, sec. 27: “Though 
the earth, and all inferior creatures, be common to all men, yet every man has 
a property in his own person; this nobody has a right to but himself. The labor of 
his body, and the work of his hands, we may say, are properly his. Whatsoever then 
he removes out of the state that nature hath provided, and left it in, he hath mixed 
his labor with and joined to it something that is his own, and thereby makes it his 
property.” 

? The present capital of the five big packers has been chiefly obtained from profits 
retained in their business, Federal Trade Commission Report, Part V, p. 9, “Profits 
of the Packers.” 
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in the system of control,’ have not essentially changed the prop- 
erty ideas of the reformers any more than those of the business men. 

The business man has an absolute faith in his ability to direct 
production and distribution. He thinks that the proposed system 
of government control of the packing industry would throttle 
ambition.? He believes that all initiative and progress must come 
from the owners or at least from a part of them and not from the 
engineers in charge of the mechanical processes. He holds these 
beliefs of laissez faire and of private direction of the economic 
affairs of the community quite as firmly as did his predecessors 
of the eighteenth century. 

The reformers do not propose public facilities for marketing 
meat for the purpose of restricting any property rights but for the 
purpose of restoring the old order of free competition. This is the 
universal remedy which the government has had for all economic 
troubles as conspicuously seen in its program for breaking up the 
trusts.s The main difference between the packers and the reformers 
in this matter of government control seems to be that the former 
insist that competition is already sufficient without any more 
government regulations, whereas the latter believe that the old 
order of competition can be made sufficient with the help of a little 
more government regulation.‘ 


* Hearings before Committee on Agriculture on Stimulation of Live-Stock Products, 
Part I, p. 19. Quotation from an editorial in Wallace’s Farmer. 

2H. R. 13324, Part IV, pp. 1209-10; Hearings before House Committee on Agri- 
culture on Meat-Packer Legislation, Part XIII, pp. 968-70, 1002; ibid., Sixty-seventh 
Congress, First Session, May, 1921, pp. 409-11. 

3 If under the Webb-Pomerene Act competitors may combine in an export associa- 
tion to fix export prices and if they at the same time reach an agreement as to the 
relationship between export and domestic prices, then there is even a legal abandon- 
ment of the ancient doctrine of free competition as the panacea of all economic 
troubles. Cf. Elliott Jones, “‘The Webb-Pomerene Act,” Journal of Political 
Economy, November, 1920. 

4 All the later bills, including H. R. 6320 as amended by the Senate, have cut 
out the provision for government or railroad maintenance of refrigerator cars and an 
adequate supply of cold storage plants. Their license or registration and regulation 
features seem to be simply directed to prevent unfair competition and to be scarcely 
more than a re-enactment of the Sherman and Clayton Anti-Trust Acts. The only 
constructive measure provided is the requirement for a standard form of accounting. 
Cf. Hearings on H. R’s. 14, 232, 5034, 5692, p. 401. 
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The bias of the Federal Trade Commission in favor of the old 
order of free competition has led it to consider the strategic 
methods of the packers which interfere with free competition and 
to overlook the industrial advantages of the system which the 
packers have built up. The strategic methods emphasized are 
more or less common to all large scale business and are not peculiar 
to the packers, as unfortunately is implied by the reports of the 
commission. Any program of reform would not be applicable to 
the meat-packing industry alone. But if the purpose of the 
proposed reforms were achieved it would mean, to some extent, 
the decentralization of the packer system of production and dis- 
tribution and the loss of certain economies of large-scale operation.' 
The agreement of the United States Attorney General with the 
packers, by which the five big packers are to refrain from the use 
of their refrigerator cars and branch houses for the transportation, 
storage, jobbing, and retailing of certain competitive substitute 
and unrelated products,’ illustrates how a reform may diminish 
the economies of distribution without substantially decreasing the 
extent of the packers’ holdings and control.’ 

The meat industry has outgrown the eighteenth-century ideas 
of production and distribution. In the eighteenth century, pro- 
duction was primarily a matter of the individual producing for 
the home community, and of his disposing of the surplus not needed 
for local consumption. The theories developed at that time are 
not adapted to the present problems of distribution of the surplus 


* Statement of J. Ogden Armour, representing Armour & Co., before the Hearings 
of the Senate Committee on Agriculture and Forestry, Sixty-fifth Congress, Third Session, 
Part I, pp. 526, 532-33. 

2 Department of Justice, Report of Decree and Consents, Petition, Answers, and 
Stipulation in the United States of America vs. Swift & Company and Others, 1920, 
p. 32. Testimony of Attorney-General Palmer before Hearings of the House Com- 
miltee on Agriculture, Sixty-sixth Congress, Second Session, Part XXXI; cf. Inter- 
state Commerce Commission, No. 10745, National Wholesale Grocers’ Association vs. 
Director-General, Alabama & Vicksburg Railway Co., et al., p. 380. 

3 The size of holdings of the defendant corporations and of the individual stock- 
holders thereof must not equal 50 per cent of the stock in any corporation dealing in 
any of the forbidden products. But control of such corporations may be secured with 
less than 50 per cent ownership of stock through the co-operation of “friendly” 
stockholders. 
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but were suitable for production to meet local needs. Prices were 
considered primarily a matter of higgling between the local pro- 
ducer and the local consumer. Under the handicraft system of 
decentralized production and sale, the organization and the inte- 
gration of industry as a whole for the nation or for the world 
at large was not necessary. Each local community was mainly 
self-sufficing. Division of labor had begun, but specialization in 
production for whole communities and for large geographical areas 
had not gone so far as to make them mainly interdependent. 
Instead of organization being regarded then as a necessity or as a 
virtue, it was considered an evil. Working together meant price 
fixing, limitation of output, or other activities at variance with the 
interest of society. Operators, whether workmen or capitalists, 
were or should be working as independent units. The industrial 
revolution, however, upset the sufficiency of the local community. 
Specialization under the machine technology brought about a 
dependence of one community and one industry upon all others so 
that no process and no community could function except in inter- 
dependence with all others. Coal and iron mining, steel production, 
transportation, meat packing, factories generally, and agriculture 
must work together and function as a whole in order to be most 
efficiently serviceable. 

Under the present system of production most of the live stock 
in the United States is produced west of the Mississippi River 
whereas the majority of the consumers are east of the Mississippi. 
This means that most of the live stock or most of the dressed meat 
must be hauled long distances. However, it has been found that 
the invention of the refrigerator car and the development of a 
highly specialized division of labor’ in connection with the me- 
chanical processes of manufacture of packing-house products and 
by-products makes it more economical to carry on the meat-packing 
industry near the source of supply of live stock.2 The personal 
meeting of the needs of consumers by local butchers therefore 
becomes impossible. The co-ordination or interlocking of all 
processes of live-stock production, and of the manufacture and 
* John R. Common’s Labor Problems, chap. ix. 

? Federal Trade Commission, Report on Private Car Lines, pp. 33-37- 
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marketing of meat products, precludes the possibility of freedom 
of the individual to enter upon any and every process upon his 
own initiative. If the economies of large scale distribution are to 
be preserved and the glutting of markets with a highly perishable 
product is to be prevented, there follows a necessity to zone the 
territory to be covered. To be effective, zoning would involve a 
consideration of the most economical size for a packing plant, 
either for local use or for centralized distribution, the location of 
packing plants and branch houses in each zone so as to avoid 
duplication of equipment, and finally the centralized direction of 
the movement of live stock and meat products by technicians to 
prevent cross freight, back hauls, and to assure a uniform distribu- 
tion as nearly in accordance with the needs of the population as the 
agricultural resources would permit. Such procedure, however, 
would run counter to the current philosophy founded on eighteenth- 
century conditions. 

During the war the co-ordination of industry with human needs 
was greatly improved. The necessity to produce vast supplies of 
new war materials made it necessary to consider transportation, 
mining, manufacture, and agriculture as a whole to reduce 
unnecessary freight, styles and standards, to eliminate “non- 
essentials”’ and concentrate on the most needful products for effec- 
tive action for one purpose. But since the war co-ordination of 
the industrial energies of the opposing forces has not been brought 
about, and worse still, the co-ordination of the industrial processes 
of the allies and of the enemy nations among themselves has ceased. 
The business system has not functioned to feed and clothe Europe 
as well as before the war. As a result of the failure to co-ordinate 
the resources of all countries with human needs, a large portion of 
the world is suffering from lack of food and clothing. The disposal 
of the surplus products of any district is being governed by the 
interests of the local owners and is not made dependent upon the 
needs of distant consumers. Contrary to the needs of distant 
consumers but according to the eighteenth-century ideas of private 
property, programs for curtailment of production of food and 
clothing products have been started to avoid money losses for 
the local owners. Manufacturers with greater power of effective 
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sabotage than farmers have already reduced output or shut down 
their plants entirely. Limitation of output, or sabotage, is the 
recognized remedy against declining prices under the price system. 
The rate of production is not gauged by human needs but hinges 
upon the turn of the market." The price system puts a premium 
on the restriction of output. The owners of the present system 
receive their returns in terms of price. The more the owners in 
any given line can restrict the output, the higher price they can 
obtain. To prevent others from producing becomes a profitable 
and a necessary part of a program for controlling markets and for 
maintaining prices. The more control the owners have over 
distribution, the more they may restrict the output of the producers 
by paying them a low price, and the more they may maintain a 
high level of prices to the consumers. Reformers have falsely 
assumed that there must be an agreement or some sort of illegal 
understanding to bring about such a result. However, if the 
buyers are one in their interests in buying low, and if the dis- 
tributors are one in their interests in selling high, and if this 
community of interests is effective without illegal agreements, then 
any provision to prevent such agreement is futile. No merely 
legal negation can have any valid force in disentangling this 
community of interests of the distributors of farm products. 
Any effective reform must abolish this conflict of interests between 
the producers, distributors, and consumers. The reforms proposed 
by the Federal Trade Commission leave all discretionary power as 
to distribution in the hands of the owners of surplus products 
and therefore essentially continue the present conflict of interests 
between the distributors and the final users of those products. 
To the extent that the business system subordinates human needs, 
comfort, and welfare to considerations of price—as is especially 
evident in the present period of price depression and of curtailed 
production—to that extent, it falls short of maximum social 
efficiency, and it will accordingly be called into question. 


WILLIAM R. Camp 
UNIVERSITY OF CALIFORNIA . 


* Wesley C, Mitchell, Business Cycles, 1913, pp. 556, 570. 








NOTES 
THE TIME ELEMENT IN LABOR TURNOVER 
COMPUTATION 


In the discussions of labor problems, there has developed a 
difference of opinion as to the best method of measuring labor 
turnover. Briefly, there have been two distinct theories advanced. 
One group of economic students advocates that one can best 
gauge labor turnover by using separations (total number of 
employees that are taken off the pay-roll), and the other group 
advocates the measurement of this phenomenon by using replace- 
ments (total number of men hired to replace those who have 
recently left). Which of the two is the better method depends 
entirely upon the purpose of the final figure. The one method, that 
of separations, measures the instability of employment; the other, 
that of replacements, tends to measure the instability of employees. 
Instability of workmen consists of the discharges and voluntary 
withdrawals due to poor methods of selection, low wages, long hours; 
poor conditions of work, etc. Instability of employment includes, 
however, not only the instability of men but also the instability 
of jobs which is due (a) to seasonal and cyclical fluctuations and 
(6) to changes in processes or methods of production. The hirings 
and separations which are due to the creation or extinction of jobs 
caused by changes in the methods of production are rather few in 
number in the ordinary business, and, therefore, they will not be 
considered in this paper. In the discussion below, replacements 
will be considered as equal to separations in a period of increasing 
working force and to hirings when the force is being decreased. 

To illustrate how the labor turnover figures would differ by 
using the two different methods, take the example on page 829. 

This table shows that when the working force is constant 
or increasing there is no difference between the labor turnover 
figures. In a period, however, when the force is decreasing there 
is a considerable difference in the net result. This is due, as has 
828 
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been explained above, to the fact that when one uses separations 
as a basis for computation, one includes beside replacements the 
net decrease in the level of the working force due to industrial 
conditions which make it less expensive for a plant to operate 
part of its machinery than it is to operate all of it and employ a 
full quota of workmen. 
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From a “general interest”’ long-run point of view the separa- 


tion’s method is sufficient. A figure that will measure the insta- 
bility of employment is the one that is desired. On the other hand, 
from the point of view of the business manager, the method which 
will resolve the problem into its constituent parts is the better 
one. The causes and the accompanying costs of separations which 
are due to the necessity of reducing a working force should not be 
confused with the causes and costs of separations which arise out 
of inefficiency or voluntary withdrawals of workmen. 

Therefore, if the object is to arrive at a turnover figure which 
will offer a measurement of the instability of employees, that is, 
separations due only to inefficiency or voluntary withdrawals, the 
replacement theory should be used. 

The use of this method presents a problem which thus far has 
not received adequate attention, namely, the length of the period 
which should be used as a basis for computation. The importance 
of this question becomes apparent when one realizes that the total 
replacements in a given plant will tend to approach the total 
separations in that plant as the period which is used for the com- 
putation is increased in length. In fact, if one should use as long 
a period as a complete business cycle in a plant which is not losing 
ground, the replacements and separations would tend to equal each 
other, because all ‘‘ postponed”’ replacements would be taken care of. 
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Therefore, if the replacement theory is to be used with any 
degree of consistency, one must consider very carefully the period 
over which the labor turnover computation is to be made. How 
short or how long should this period be? Several of the proponents 
of the replacement theory have advocated the year as the smallest 
unit of time to be used in order to take care of some ‘‘ postponed”’ 
replacements. This period, however, is unsatisfactory because 
it has a tendency to measure the instability of jobs caused by 
seasonal fluctuations that occur in most industries during a year. 

To illustrate, let us take the following hypothetical example, 
assuming that the constantly decreasing labor force during the 
first half of the year and the constantly increasing force during 
the last part of the year are due only to seasonal fluctuations, and 
that there is a decrease of a permanent nature in the labor force. 
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If the year is used as a period for computation the replacements 
are sixty, because in a decreasing force the hirings are equal to 
the replacements. Yet as a matter of fact, all workmen have 
left because of the instability of jobs, and there were no replace- 
ments due to instability of men. If the month were used as the 
smallest unit, there would be no replacements for the year and the 
total turnover figure for all the months in the year would be zero, 
the correct measurement of turnover due to the instability of men. 

Thus, the turnover figure computed by using the total replace- 
ment of the year not only measures instability of men but also 
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instability of jobs due to seasonal fluctuations. And, therefore, it is 
as inadequate in essence as a turnover figure calculated by using sep- 
arations. The instability of men caused by seasonal fluctuations is 
an entirely different problem from the instability of men caused 
by poor working conditions, low wages, long hours, poor methods of 
selection, etc., and, should be considered and remedied separately. 

The shorter the period of computation the more accurately the 
instability of men will be measured. There are, however, two 
limitations to this advantage in decreasing the length of the period 
of computation. The smaller the period gets the more costly it 
will become to measure the replacements. It is very much more 
costly to compute turnover figures each week than it is each month. 
Besides this practical limitation, there is another which is of more 
importance. The shorter the unit of computation, the greater is 
the danger of not including replacements which take place as a 
result of instability of men. For example, when the week is used 
as the period of computation men who left on Saturday and were 
replaced on Monday will appear as separations only and will be 
measured as “changes in level.’”’ As a matter of fact, however, 
they may be as much replacements as those that left on Monday 
and were replaced on Wednesday during the week. 

The exact length of a period of computation which most accu- 
rately measures the instability of men depends entirely upon the 
influence of the two limiting factors mentioned above. If a plant 
finds it practical to calculate replacements every month, the turn- 
over figure for the year should be found by adding the twelve 
turnover figures rather than by using the year as a basis. An 
objection to the use of the month is present only if a great many 
men are discharged during the last week of every month and are 
replaced during the first week of the following month. This 
practice, however, is not prevalent in the typical business and, 
therefore, the danger of measuring replacements inaccurately when 
the month is used as a period of computation is very slight. Ina 
plant where it is found practical to calculate a turnover figure for 
every week, this danger may be so increased that a longer period 
may have to be used in computing the turnover more accurately. 
In the ordinary business, however, it is impractical to calculate 
a turnover figure more often than once a month. 
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Hence, to the great majority of business managers who are 
facing the labor turnover problem, the most adequate labor turn- 
over figure will be found by using replacements computed on the 
basis of monthly periods. A shorter period is likely to result in 
an inaccurate measurement of replacements, and a longer period 
is likely to become inaccurate because of the increased danger of 
measuring the instability of jobs due to seasonal and cyclical fluctu- 
ations. Of course, in certain cases because of extraordinary condi- 
tions, it may be more advisable from the point of view of accuracy, 
to use some period other than a month as the unit of computation. 

In conclusion, the problem of deciding which period will result 
in a labor turnover figure that will most accurately measure the 
instability of men is one that needs a great deal of careful attention. 
When separations are used, the length of the computation period 
does not affect the accuracy of the final turnover figure. The 
instability of employment is measured and both the “change in 
level” of a given labor force and the instability of men is taken 
into consideration. But as soon as the problem is resolved into 
its constituent parts and only a turnover figure which will measure 
most accurately the instability of men is required, the length of 
the period of computation becomes an extremely important factor. 
The use of an inaccurate period of computation will counteract 
to a large extent the advantage gained by the use of replacements 
instead of separations, that is, differentiating between the turnover 
which is due to the instability of men and that which is due to the 
instability of jobs. In industrial periods of contraction, like the 
present, however, the replacement theory based on any period of 
computation is better than the separations theory. The turnover 
figure which is computed by using replacements differentiates to 
some extent the labor turnover problem caused by a ‘‘change in 
level”’ of a given force from the turnover problem caused by 
voluntary withdrawals and discharges due to inefficiency of work- 
men. ‘The extent to which these problems are separated from each 
other depends on the length of the computation period used. The 
longer the period used the more will the turnover figure calculated 
tend to measure instability of jobs as well as of men. 

UNIVERSITY OF CHICAGO S. H. NERLOVE 
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The Larger Socialism. By BERTRAM BENEDICT. New York: 
Macmillan, 1921. Pp. 243. 

This is an extraordinarily clear and candid book. The author is a 
member of the Socialist Party but he possesses the rare ability to treat 
as hypotheses what most Socialist Party members worship as dogmas, 
and to test them in the light of reality. The result is perhaps the most 
thought-provoking work on socialism that has yet been written in 
America. 

Two closely related themes run through the book. The first is a 
tempered emphasis upon socialism as both more efficient and more Chris- 
tian than our present economic order, while the second is a searching 
criticism of the inadequacy of the theory and tactics of the American 
Socialist movement. The arguments advanced in favor of the first are 
largely the ones already familiar to students. Mr. Benedict does well 
to insist that “the cardinal point of efficiency in Socialist production 

. . is the regularization of industry—regularization of kind of out- 
put, of amount of output, and of method of output.’’ While freely 
conceding that capitalism can achieve some degree of regularization, he 
points out that ‘‘capitalism cannot compel its producers to move from 
the field of luxuries to the field of necessities if there be greater profit in 
luxuries than in necessities; nor can it drive its producers to enter fields, 
however essential to the public welfare, where there is no profit; nor can 
it impose upon its producers a ban on profitable over-production or a 
demand for an unprofitable increase of production in periods of under- 
production.”’ Mr. Benedict’s arguments that a socialistic state, based 
on production for public need, not on profits, would obviate these de- 
fects are cogent up toa certain point, but in the opinion of the reviewer, 
he assumes in part the presence of extremely intelligent administrators 
who, in a real and not a paper society, might well turn out to be stupid 
bureaucrats. The intellectual honesty of Mr. Benedict is shown in his 
cautionary statement that a socialistic commonwealth, if it is to main- 
tain production, cannot decrease for some years, save in a few industries, 
the hours of labor below seven a day. He believes that later on the 
enhanced production due to more efficient workers will make possible 
an increase in the social surplus of goods as well as a great development 
of added leisure. 
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It is, however, the second motif of the book, namely the criticism of 
the theory and tactics of American Socialism, which will most interest 
the reader. Few have pointed out more clearly the inadequacies of the 
dogmas of the class struggle, the economic interpretation of history, and 
the formal theory of surplus value, than Mr. Benedict. He shows incon- 
trovertibly how the socialist analysis has erred in its exclusive interpre- 
tation of history from an economic viewpoint, and clearly demonstrates 
how men, urged by instincts or swayed by passion, so frequently act in 
direct opposition to their economic interest. Thus the economic inter- 
pretation of history may explain how the war started, but it cannot 
explain how the masses in all the warring countries threw themselves into 
the struggle and resolved to see it through. Mr. Benedict shows himself 
no mere idealogue when he ascribes most of the intellectual sterility of 
American Socialism, as well as its fierce intolerance, to its unreserved 
acceptance of Marxian dogma and to its refusal to form a creative philoso- 
phy based upon the realities of American economic and cultural life. 

Much as Mr. Benedict criticizes the Socialist Party, his criticism of 
liberals and modern liberalism is even more pungent and emphatic. He 
is not only a member of the party but he proposes to remain one. He 
wants to bore from within and lead the party to place more importance 
on the ethical appeal, on the development of great leaders, on the value 
of administrative ability, and on a remedy for the possible excess of popu- 
lation which might result through increased family income. For not 
only should there be a revision of tactics, according to the author, but 
there should also be a broadening of aim. The larger socialism is, in his 
mind, not merely the public ownership of the socially necessary means of 
production and distribution, but the promotion of social welfare in all 
its manifold forms. Its aim must be to harmonize individual and social 
well-being and to foster the development of a society of free spirits. All 
this is in welcome contrast to the Bolshevist type of mind which rarely 
cares for freedom but, certain that its doctrines form absolute truth, 
wishes to bind the youth with a new set of dogma. 

Were the Socialist Party to contain many men of the clearness of 
vision and sympathetic understanding of Mr. Benedict, it might become 
a formidable factor in American political and economic life. If it fails 
to take to heart such candid and sweet-tempered advice it will have given 
one more evidence of its present incapacity to cope with the real problems 
of American life. 

Pau H. Dovuctas 

THe UNIVERSITY OF CHICAGO 
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War Time Strikes and Their Adjustment. By ALEXANDER M. 

Binc. New York: E. P. Dutton & Co., 1921. Pp. 329. 

To bring together in the compass of one handy volume a complete 
record of the work of all war-time agencies dealing with labor dis- 
putes, is the task which the author set for himself; and he has done his 
work well. The volume is divided into three parts: the first dealing 
with the mediating agencies, the second with the principles or policies 
adopted by these agencies, and in the third, ‘“The Psychological Back- 
ground of Industrial Unrest,” the author gives “a more detailed examina- 
tion of the attitudes of capital and labor toward each other and toward 
the government, as well as the attitude of the public toward all three.” 

Part I is by far the most valuable portion of the book. Here the 
problems presented to the nation at war by the lack of co-operation and 
by the outright conflicts between labor and capital are described with 
intelligence and insight. “The difficulties which industry experienced 
in meeting the needs of the war and of the post-armistice period, were 
the result of pre-war difficulties rather than new ones created by the war 
emergency. Irritations caused by war conditions were added to previous 
bad industrial relations. As a result former difficulties were intensi- 
fied, a large number of strikes occurred, and the government was forced 
to step in to overcome the impediments to production.” 

The government, however, had traditionally no policy of dealing 
with industrial disputes, except that of holding itself aloof from such 
conflicts; and at first it remained indifferent to these disturbances. But 
circumstances compelled action, and one by one the mediating and arbi- 
trating agencies were created to meet particular situations, the organiza- 
tion and administration of the agencies being determined largely by sug- 
gestions of interested individuals rather than by any comprehensive labor 
policy of the government. The result was that the labor adjustment 
machinery in various industries worked independently of each other and 
sometimes against one another. 

The first board created was the Emergency Wage Construction 
Commission, which dealt with labor conditions surrounding the building 
of cantonments. Then came the Shipbuilding Labor Adjustment Board, 
popularly known as the Macy Board, from the name of its chairman, 
which concerned itself with labor in the shipyards. The United States 
Shipping Board itself created an industrial relations division to adjust 
wages and working conditions on the boats, and a National Adjustment 
Commission was formed by agreement between the Shipping Board, the 
tae War and Labor Departments, the shipping operators, the American 
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Federation of Labor, and the Longshoreman’s Union to adjust labor 
disputes between longshoremen and their employers. The Railroad 
Administration appointed a Board of Wages and Working Conditions 
and three adjustment boards, to dea! with various classes of railway labor, 
while the Fuel Administration arranged an agreement between the United 
Mine Workers and the coal operators, and appointed labor advisors to 
assist in the administration of the agreement. In addition there were 
numerous special agencies created by the War and Navy departments 
to deal with special branches of industry, such as the Administration of 
Labor Standards in Army Clothing, the Arsenal and Navy Yard Wage 
Commission, the National Harness and Saddlery Adjustment Commis- 
sion, and the Industrial Service Sections of Ordnance, Quartermaster; 
and Aircraft. 

All of these were created and operated by agreement between govern- 
ment departments and employers and trade unions. ‘Two other bodies 
came into being by presidential order. The first was the President’s 
Mediation Commission, which dealt with disputes in the lumber industry, 
copper mining, the packing industry, and in others; arranged agreements 
in some of these; made a report to the president, and then went out of 
existence. The second was the National War Labor Board which became 
the best known and one of the most important of all war labor agencies. 

The author’s discussion of the policies and principles adopted by the 
mediating agencies is valuable as a record of the nature of the principles 
and policies adopted, but it is to be regretted that a more searching analy- 
sis of trade-union principles and practices as well as labor-management 
policies was not made, to help the reader to determine whether the prin- 
ciples and policies followed were sound and forward-looking. 

Similarly the discussion of the psychological background of indus- 
trial unrest in Part III loses in value because too much attention is given 
to published demands made by trade unions and employers’ associations, 
and not enough to detailed practices of both employers and unions in the 
shops from day to day. ‘These practices and the reasons for them ex- 
press the real motives of the parties to industrial conflicts, and they offer 
the most fruitful field for students of industrial psychology. 

But as a record, War Time Strikes and Their Adjustment leaves 
little to be desired; and the value of the volume is greatly increased by 
excellent strike data and other official information compiled in ten appen- 
dices, as well as by charts showing the trend of money wages and real 
wages from 1914 to 1919, included in the chapter on wages. 


WittraAmM M. LEISERSON 
New York City 
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Trade Unionism and Labor Problems: Second Series. Edited by 
Joun R. Commons. 


The new edition of Trade Unionism and Labor Problems resembles 
the old edition in one respect only. Like the edition published in 1905 
it includes a series of reprints of articles written by men and women 
prominent in the labor field either as students, employers, or labor 
leaders. But even in this respect the resemblance between the two series 
is nominal rather than real, for the articles in the later volume show a 
wider range than the former, and at the same time the material indicates 
a sympathetic approach to the labor philosophies of the last decade. 
The changes which have taken place in the world of industry and labor 
have brought within the scope of the present volume labor material of 
recent origin thereby giving an opportunity to voice the constructive 
ideals of a socially minded intellectual class. 

The book is divided into five parts, each of which represents a dif- 
ferent approach to the labor problem. The chapters in each part centers 
around the main question under discussion, and each is a scientific study 
of some particular phase of the question by an individual who has won 
distinction for himself in his particular field. 

The first part is entitled “Security” and the opening chapter is 
written by Professor Commons—entitled “Industrial Relations.” It is 
in the nature of an introduction to the volume but it would serve as a 
summary as well, for in it he enumerates the labor problems in the order 
of their importance and suggests feasible programs of action which he 
thinks will go far to alleviate many of the causes of friction between 
employers and employees, and at the same time will promote the general 
social well-being of the country. He offers no panacea for industrial 
peace, but suggests that security of the workman—security against the 
vicissitudes arising out of industrial accidents, industrial diseases, and 
unemployment—would go far toward mitigating present-day social 
unrest. “ Western civilization is built upon security of investments, and 
it is the insecurity of labor that menaces it.” 

The main cause for the insecurity of both labor and capital, he thinks, 
is the instability of prices due to the fluctuating purchasing power of 
the dollar. 

The fluctuation of currency is the greatest of all labor problems. It throws 
a red brick continually into capital and labor. The first great method of 
importance in bringing about industrial peace is the stabilizing of the dollar. 
If we could have a system of currency in which the great price movements 
which have been occurring in all these years could be stabilized, we would do 
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more to stabilize industry, to bring about industrial peace, than any other one 
thing. In times of rising prices we have restrictions, aggressive movements; 
in times of falling prices we have unemployment, bankruptcy, and depression. 
The whole situation is rendered unstable, and we are living continuously in 
a period of uncertainty. 


Capital and labor cannot alone prevent the fluctuation of prices, but 
if wages were adjusted to meet these price changes, without labor first 
resorting to the strike, much friction and ill will could be avoided. 

In the first edition of the book the discussion of compensation laws was 
given last place in the series. In the new edition the opening chapters 
are devoted to “American Experience with Workmen’s Compensation”’; 
“Compulsory Health Insurance”; ‘The British National System of 
Unemployment Insurance;’”’ “Trade-Union Sickness Insurance and 
Health Programs.” This order is significant of the shifting of general 
point of view. Security against the vicissitudes of our industrial life is 
foremost in men’s mirds. In comparison, all the other problems are 
relatively simple. 

Similarly chapters on labor management claim prior attention over 
the chapters on labor unions. Indeed, the reader is made conscious of 
the fact that scientific management that deals with committees and 
unions is heralded as a movement which places the conflicts between 
employers and employees on a higher plane of intelligence than did the 
earlier methods of collective bargaining. “But management without 
democracy is the very despotism that provokes revolution, and the 
problem of industry is truly the problem of management.” 

The concluding chapters of the book deal with the law; the part 
played by the state through legislation, administration, and judicial 
decisions. The development of the law in labor cases is given in histori- 
cal sequence. The earlier decisions, based on the theory of freedom of 
contract, are gradually giving way to the exercise of the police power of 
the state. There is a hopeful tendency in later-day decisions to give 
weight to social interests as opposed to individual interests, thus giving 
to the judiciary a range of power which makes it the real guardian of the 
social state. 

The articles on “American Minimum-Wage Laws at Work,” and 
“The Operation of the Industrial Disputes Investigation Act of Canada” 
bring us into contact with the practical working of laws, the efficacy of 
which are still occasionally questioned. 

The concluding chapter by Professor Commons is entitled “ Eight- 
Hour Shifts by Law.” “When the question of constitutionality of an 
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eight-hour law for continuous industries comes before the court, other 
arguments beside the health arguments must be allowed a place, or the 
legislation will fall under the judicial veto. These additional arguments 
may be summed up under the head of citizenship.” 


To those students of labor problems who look to producers’ co- 
operation as a partial solution of present-day labor difficulties this volume 
will be something of a disappointment. No space has been allotted to 
the co-operative movement. Likewise, organized employers who are 
attempting to meet their Jabor problems by an energetic campaign to 
establish the open-shop in industry may feel neglected. A chapter on the 
activities of the associated industries might fittingly have followed the 
one by Nikolai Lenin on the “Scientific Management and Dictatorship 
of the Proletariat.” 

As a case book in modern labor problems the volume will undoubtedly 
hold first place for some time to come. But unlike most case books, the 
materials have been marshalled in a logical order of sequence and make 
a continuous narrative. At no time is the reader’s interest impaired by 
the consciousness that he is gleaning facts from a mass of illustrative 
material in order to enliven an assigned classroom text. Indeed, it is 
apparent that the editor has kept in mind his preconceived plan to 
provide a text in labor problems which possesses the fundamental 
requirements of a well-organized book and contains at the same time the 
illustrative material necessary to humanize a theoretical treatise. 

T. S. McMaHon 


UNIVERSITY OF WASHINGTON 


Balkanized Europe. A Study in Political Analysis and Recon- 
struction. By Paut Scott Mowrer. New York: E. P. 
Dutton and Co. 


Is it snobbish to raise the question why overmuch occupation with 
journalism in the long run invariably dulls the cutting power of the 
keenest intellect? If Mr. Mowrer’s book on present-day Europe is 
disappointing, it is not because he is unintelligent or indolent, but rather 
because he is too content to let his mind play lightly over the surface of 
things. It is difficult not to arrive at the conclusion that the newspaper 
man’s habit of taking the short or sensuous view of events and, more 
particularly, his dependence on the professional window-dressesrs of the 
state departments which he haunts are accountable for this inconclusive 
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product of a journalist turned historian. Not that the historian habit- 
ually moves on a higher plane. What happened in the war positively 
forbids entertaining any illusion on this score. Most historians are but 
slow-witted and academically burdened journalists, perfectly described 
by Mr. Masefield’s regretful reference to men in general as “animals 
haunted by rumors.” 

Admitting then that this book is pretty much innocent of an historico- 
philosophical background, we may still obtain considerable instruction 
relative to the actualities of the European continent at this passing hour, 
or rather at the hour which has just passed, for already the scene-shifters 
in the service of Time have changed the setting of the stage in more than 
one respect. In traveling from country to country of central and eastern 
Europe the author set himself the simple task of reporting accurately 
what he saw and heard. The result is a sense of tragedy with the assur- 
ance of worse tragedy impending. Over Balkanized Europe one sees sus- 
pended, with one’s mind’s eye, the legend—slightly altered —which 
greeted the visitor of Dante’s hell: “Abandon ye all hope who sojourn 
here.’’ Victorious nationalism has become insane and each newly estab- 
lished little state is chiefly animated with the desire to surround itself 
economically with a Chinese wall and militarily with a hedge of bayonets. 
Mr. Mowrer patiently enumerates the animosities which are as the breath 
of the nostrils to Poland, Czecho-Slovakia, Hungary, Jugo-Slavia, and 
every other youthful offspring of the peace treaties, and at the same time 
he discloses how over these deluded political pigmies there soar, wide- 
winged and beaked-like vultures, the imperialist powers which have 
survived the war—France and Great Britain. Very gloomy is the 
author, about all this, and ready with kind and sage advice. Cogent 
though not exactly original, his counsel is all in the direction of a return 
to sanity, of a more purposeful control of European politics under an 
ideal of brotherhood; in a word, for him as for every other student 
concerned about the future of mankind, the only escape from the prevail- 
ing international anarchy lies in a conscious upbuilding of international 


amity. FERDINAND SCHEVILL 
UNIVERSITY OF CHICAGO 


Trade Associations. Their Organization and Management. By 
Emmett Hay Naytor. New York: The Ronald Press Co., 
1921. 8vo., pp. XV+3809. 

While the rapid growth of trade associations in this country is 
comparatively recent their beginnings date back many decades and yet 
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this is the first book devoted to a detailed description of their organiza- 
tion, methods, and functions. This fact in itself is perhaps the best 
evidence that the general significance of such associations in our economic 
order has been little studied or appreciated. Even as a phase of the 
movement toward industrial combinations their activities have been 
largely ignored. 

The function of the trade association in modern industry is as a 
device for securing united action and centralized control over a varying 
field of the business activities of a group of independently owned con- 
cerns for the purpose of promoting the common interests of the group. 
These associations have developed because of certain difficulties or 
disadvantages arising in the conduct of a business enterprise under our 
modern complex, individualistic, competitive organization of industrial 
society; and the obvious pecuniary, and possibly social gain to be 
obtained through united action and more centralized control. They thus 
represent a reaction from the extremes of individualistic competition 
which developed during the nineteenth century, while their development 
and activities raise the whole question as to where to draw the line 
between individualism and freedom of competition on the one hand, 
and concentration or monopoly on the other hand, in order to secure 
the maximum social gain. Surely, therefore, here is an institution 
raising problems of far-reaching import and well deserving careful 
study. 

Of this broader significance of the growth of trade associations the 
author is fully aware. He constantly points out the economic advantages 
obtainable through such associations and occasionally the possible 
dangers, though the latter, as might be expected from a strong advocate, 
are apt to be minimized. It cannot be claimed, however, that he has 
attempted a thoroughgoing analysis of the pros and cons as to the various 
activities and functions of the trade association. The primary purpose 
of the volume, as the subtitle correctly indicates, has been to provide 
a detailed description of the organization and methods of these associa- 
tions, and the book, therefore, largely takes on the character of a manual. 
After an introductory chapter dealing with the general functions of 
trade associations, their historical evolution, and the question of compe- 
tition and co-operation, the author turns to a description of types of 
trade associations, their organization, routine, and meetings. There 
follows a general account of their functions, commercial, informative, 
protective, and a more detailed discussion of the secretary’s qualifications 
anc work, cost accounting systems, statistical service, fair prices, and 
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the relation of the law to trade associations. Numerous forms used are 
illustrated, there is a short bibliography, a condensed summary of some 
of the chief legal cases, and the most complete list available of the 
existing associations in the United States, some nine hundred in round 
numbers. 

For the task undertaken the author is evidently admirably fitted 
through his own experience in trade-association work and wide contact 
with others in the same field. Out of this experience he has gathered 
much that is presented here in the form of practical suggestions and 
warnings, and this should prove invaluable to those interested in trade- 
association affairs or active in their management. Though an earnest 
advocate of trade associations the author is not unmindful of possible 
abuses. His attitude can be judged from the fact that he insists that 
the problems of labor adjustment are not for the trade association 
to deal with; that a uniform cost system results in fair prices and fair, 
open competition (p. 187); and that “‘intelligent, co-operative compe- 
tition,’ which is the form attained under a properly conducted trade 
association, as contrasted with unintelligent, cut-throat competition or 
price-fixing under monopolistic conditions, “is the only practical, 
economic, and enduring way in which fair prices can be arrived at and 
stabilized’’ so that ‘“‘a trade association becomes indeed an economic 
necessity if continuing fair prices are to prevail’’ (p. 278). Price-fixing 
he condemns as economically wrong and insists throughout that trade 
associations must keep from violating the laws against restraint of trade. 

But the problems of economic organization arising out of the dangers 
of extreme individualism and competition on the one hand, and the 
evils of concentrated control or monopoly on the other hand, are too 
complex and difficult to admit of thoroughgoing analysis and discussion 
within the limits of a volume primarily concerned with the technique 
of organization and administration of trade associations. For those 
desiring information on these latter points this volume offers the best 
account available and for the secretaries of such associations it will prove 
invaluable. 

CHESTER W. WRIGHT 

Tue UNIVERSITY OF CHICAGO 
The Federal Income Tax. By RoBert Murray Hate, editor. 

New York: Columbia University Press, 1921. Pp. vi+271. 

This book contains a series of lectures on various phases of the 

income tax delivered at Columbia University in December, 1920, by a 
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group of noted authorities on taxation, including among others: R. M. 
Haig, T. S. Adams, T. R. Powell, R. H. Montgomery, and G. E. Holmes. 
Each of the lectures is on a special topic discussed in most cases from 
the accounting or the legal point of view but in several cases with primary 
attention to fundamental economic principles. Among the topics 
treated may be especially mentioned the “‘ Concept of Income,” “ Consti- 
tutional Aspects of Federal Income Taxation,” “Loss,” “ Inventories,” 
“Reorganizations and Consolidated Returns.” The treatment of the 
topic is in every case scholarly and capable, and the book should be of 
value both to economists and to lawyers and accountants who are 
interested in the purpose and significance of the various provisions in 
the statutes and regulations as well as in the prescribed routine decreed 
for their fulfilment. 

In the discussion of losses, by G. E. Holmes, a point made by the 
lecturer appears to be open to question. To quote: 


It may be noted, parenthetically, that if our tax rates were less subject to 
change from year to year, it would be comparatively unimportant whether or 
not too much or too little depreciation was taken in any particular year, since 
the aggregate amount would be equalized over a long period of time without any 
material difference in the total amount of tax paid by the taxpayer. 


The implication is clearly that if the statutory tax-rates remained con- 
stant from year to year the only consequence of over- or under-allowance 
for depreciation in any one year would be an earlier or a later deduction 
from taxable income, the total amount of tax paid in the long run remain- 
ing the same and only the time of payment differing. What is over- 
looked here is that as long as the rates of both the income and the excess 
profits taxes are progressive, it is important to the taxpayer that as much 
of the depreciation as possible should be deducted in the years of large 
income. Even if the rates of the taxes were not progressive, it would 
still be important to a concern with irregular income that depreciation 
should be allowed in the years of net income rather than in the years of 
net deficit. 

Mr. Holmes also fails to point out the inconsistency of the statutory 
provisions with regard to losses whereby capital gains are taxed only 
when realized through sale or other disposal of capital assets, whereas 
capital Josses are allowed for as they occur. A corporation may thus 
be forced to accept allowances for depreciation or obsolescence of some 
of its capital assets in years when its tax-rate is small either because of 
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small net income or low statutory rates. On the other hand, it may 
become subject to taxation at a high rate on the appreciation of other 
of its capital assets because they are disposed of in a year when its 
particular tax-rate is high either because of large net income or because 


of high rates in the tax law for that year. 
JAcoB VINER 
UNIVERSITY OF CHICAGO 


Industrial Government. By JOHN R. Commons and others. New 
York: Macmillan, 1921. Pp. 418. 


This book, very similar in form and purpose to Mr. Ray Stannard 
Baker’s The New Industrial Unrest, is the outgrowth of a tour in the 
summer of 1919 by members of the Department of Political Economy of 
the University of Wisconsin to some thirty progressive business concerns. 
Among the experiments in industrial relations that were studied were 
those of the White Motor Company, the Ford Company, the Filene 
Company, the Dennison Manufacturing Company, the Milwaukee 
Electric Railway and Light Company, the Plimpton Press, and the 
“Industrial Democracy”’ systems of three firms, namely the Packard 
Piano Company, William Demuth and Sons, and the Printz-Biederman 
Company. In addition to the chapters on these individual plants, one 
chapter is devoted to the organization and efforts of the International 
Joint Conference Council in the printing industry, and two chapters to 
the system of representative government in the men’s clothing industry 
of Chicago and Rochester. Following the chapters on the specific 
experiments are five on the inferences which are drawn from the 
investigation. 

The book as a whole is written in a popular style and is an excellent 
piece of high-grade economic reporting. There are, however, instances 
of faulty analysis, as where the success of the Philadelphia plant of the 
Link-Belt Company in weathering the war-time labor situation is ascribed 
primarily to the personality of the superintendent, whereas it was due 
chiefly to the system of standard tasks with bonuses which enabled men 
to earn more daily than in most other plants. There are also occasional 
minor errors as where the National War Labor Board is confused with 
the Shipbuilding Labor Adjustment Board (p. 353). 

The book reflects much of the optimism concerning personnel matters 
which characterized the summer of 1919. One of Professor Commons’ 
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conclusions is that “‘from 1o per cent to 25 per cent of American employ- 
ers may be said to be so far ahead of the game that trade unions cannot 
reach them. Conditions are better, wages are better, security is better 
than anything the unions can actually deliver to their members.” The 
investigation, moreover, apparently convinced him that with good man- 
agement and the pressure of compulsory social insurance, the capitalistic 
system can cure itself of its chief abuses. 

While Professor Commons’ arguments in support of these theses are 
most cogent, he seems to neglect at least two rather significant facts: 
first, that the great majority of firms do not evidence the technical supe- 
riority of the concerns which he studied, and hence cannot share this 
efficiency differential with labor; second, that the business cycle seems 
to be inherent in the present organization of industry, and this cycle is 
not only a mighty producer of labor unrest but in its periods of depression 
alters decidedly many of the personnel policies which draw the applause 
of liberals in the periods of prosperity. 

PauLt H. Doucias 

THE UNIVERSITY OF CHICAGO 


Manufacturing Industries in the United States. By MAtcotm KEIR. 
New York: The Ronald Press Co., 1920. 8vo., pp. vii+324. 


The author of this volume noting that most recent books on American 
manufacturing industries are “either highly technical treatises written 
for specialists or are reportorial descriptions of the picturesque features 
of commodity production,” has sought in this volume to help fill the 
gap between these two classes so as to meet the needs of business men 
or students of the economics of business. With this purpose he has 
centered his attention on setting forth the fundamental economic factors 
which have shaped the development of some of the leading manufacturing 
industries. 

The content of the volume can be divided into two groups of chapters, 
of which the smaller deals with general topics such as the resources of 
the country, the general development of manufacturing, its localization, 
the tin-peddler, and some social effects and tendencies; while the second 
group describes in some detail the development of the iron and steel, 
cotton, wool, leather, and paper manufactures, and briefly a few others. 

Throughout, emphasis is placed on an analysis of the more funda- 
mental economic factors that have shaped the growth of each of the 
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different industries and, while not exhaustive, this shows careful study 
and sound judgment and should prove useful to anyone seeking an 
understanding of the variety of conditions that enter into the success of 
an industry. Just what has determined the choice of the more general 
topics discussed is not clear. As a summary of the more significant 
tendencies and developments in manufacturing in general it obviously 
makes no pretense to completeness. The most suggestive and inter- 
esting chapter in this group is that on localization. 








CHESTER W. WRIGHT 
Tue UNIVERSITY OF CHICAGO 
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Law and Business 


By WILLIAM H. SPENCER 


Assistant Professor of Business Law in the School of Commerce 
and Administration, The University of Chicago 


The need has long been felt for a suitable selection of cases as a 
basis of instruction in business law in schools of commerce and admin- 
istration. ‘To give a sufficiently thorough and intensive training in 
the various subjects of law usually taught in schools of commerce, it 
is believed that one volume of selected cases is entirely inadequate. 
Accordingly Mr. Spencer has planned a series of volumes which it is 
hoped will serve this need. 


These materials, which will appear in three volumes, are composed 
for the most part of reports of leading cases. They have been care- 
fully selected with a view both to their pedagogical qualities and to 
their business content. Each case has been stripped of its non- 
essential features for economy in time and space, but not to such an 
extent as to weaken the case. 


Volumes I and II Now Ready 


The work consists of an introductory or scope part (Volume [) followed 
by five functional sections dealing with the law as it affects respectively: 
(1) the business man’s relation to his market; (2) the administration of the 
husiness man’s finances; (3) risk-bearing as a function in business; (4) the 
business man’s relation to his labor; (5) the form of the business unit. 
The first two of these problems are covered in Volume II, and the last 
three in Volume ITI. , 

Volume I contains the introductory course. 

Volume II. The Law of the Market—Law and Finance. 

Volume IIL. (For publication in March, 1922). 





This series is intended for use in schools of business, in departments 
of political science and political economy, and also for private reading. 


Send for a:copy for examination and plan to use it in your fall or 
winter classes. 





Approximately 611 pages, $4.50, postpaid $4.70 each. 
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BUSINESS ADMINISTRATION 


BY 


LEON CARROLL MARSHALL 
Professor of Political Economy 
Dean of the School of Commerce and Administration 
University of Chicago 


Managing any business presents three problems: (1) The establishment 
of policies—with the setting of goals; (2) The planning and setting up of an 
organization to carry out these policies—to arrive at the goals; (3) The operating 
or running of the organization itself—the routine. 

In his book Professor Marshall takes up these problems and discusses them 
at length. That he is capable of handling them effectively and authoritatively 
is readily recognized by those who know his experience and teaching ability. A 
few of his many positions and activities of recent years are as follows: Dean of 
the School of Commerce and Administration, University of Chicago, since 1909; 
appointed Chief of the Section on Industrial Services, Council of National Defense, 
in 1917; Secretary of the Advisory Council of the Department of Labor; Director 
of Industrial Relations, Emergency Fleet Corporation; Economic Adviser, War 
Policies Board, in 1918; author of other economic texts; and frequent contributor 
to economic journals. 


TABLE OF CONTENTS 
I. The Field of Business Administration 
II. A Sample Business Problem—Plant Location 
ILI. The Administration of Personnel 
IV. The Administration of Market Problems 
’. The Administration of Finance 
VI. The Administration of Production 
VIL. The Administration of Risk-Bearing 
VIII. The Form of the Business Unit 
IX. Basic Features of Administration 
X. Analysis of a Business Case 


While this is primarily a textbook for class use, it will be found of immeasur- 
able value to the general reader interested in business administration. In fact 
the whole series, ‘“‘ Materials for the Study of Business,” to which this volume 
belongs is so planned as to meet the needs of those who seek reliable information 
but are unable to attend an institution of learning. 


goo pages; $4.00, postpaid $4.25 
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Principles of Accounting 


BY 
ALBERT C. HODGE and JAMES O. McKINSEY 


The School of Commerce and Administration 
The University of Chicago 


This book fills the special need of a beginning text in 
accounting to prepare the student for business. Ihe discussion 
of principles of accounting is primarily in terms of the function 
of accounting as an administrative aid to the business manager. 
Consideration is first given to the forms of reports which will 
be useful to the business manager in the solution of his various 
problems. ‘This leads to a consideration of the classification 
which must be maintained in the accounts in order to make 
such reports possible, and of the various forms of records 
necessary for the gathering of the data required. A study of 
this text, therefore, will aid the student to a clear conception 
of the functions of the accountant in their relation to the 
problems faced by the business manager of the day. Collegiate 
schools of business and other schools offering similar work will 
find the text particularly valuable. 


Each of the principles developed is adequately illustrated 
by exercises for laboratory use, the proper method in the 
solution of these exercises being explained and illustrated in 
the text. Questions at the end of each chapter serve as a 
basis for class discussion. ‘They should be of great assistance 
to the teacher as well as to the student in his study of the text. 


404 pages, Svo, $3.00, postpaid $3.15 
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A Revised Edition 


CURRENT ECONOMIC PROBLEMS 


WALTON HALE HAMILTON 


Professor of Economic Institutions in Amherst College 
Che revision presents new material made available as a 
result of the war, and the new point of view brought about 
by the war in many lines of thinking on economic subjects. 
The work is intended for the use of students in elementary economics and is designed 
particularly to meet the needs of those who, having had a course in economic theory, 
need a general introduction to current economic problems. It will be found 
especially useful in colleges and universities which give in the first semester a course 
in applied problems. ‘The plan of the book is strictly in line with the prevailing 
tendency in the teaching of economics. It consists of readings selected from 
journals, books, and other sources; and these excerpts, presenting as they do different 
points of view, form an admirable basis for classroom discussion. 
al+790 pages, Svo, cloth; $4.00, postpaid $4.25 
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